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ABSTRACT 
 
 
THE DEVELOPMENT AND RENEWAL OF STRATEGIC CAPABILITIES 
BY 
 
MIKA TATUM KUSAR 
 
AUGUST 22, 2010 
 
 
Committee Chair: PAMELA BARR 
 
Major Academic Unit: DEPARTMENT OF MANAGERIAL SCIENCE 
 
This dissertation examines the development and renewal of capabilities through 
acquisitions by drawing from absorptive capacity literature (Cohen and Levinthal, 1990; Zahra 
and George, 2002).  This dissertation examines four interrelated questions concerning (1) the 
impact of acquisition experience on a firm’s absorptive capacity, (2) the role of absorptive 
capacity in the renewal of capabilities through acquisition, (3) the impact of capabilities renewal 
through acquisition on a firm’s choice of future growth mode, and (4) the impact of capabilities 
renewal through acquisition on post-acquisition performance.  These questions are examined 
using FDIC data and surveys administered to top managers of banks that conducted acquisitions 
between October 2004 and October 2006.  Results of this study suggest that a firm’s past 
experience with internal development and acquisition impacts the development of its absorptive 
capacity.  Furthermore, results suggest that absorptive capacity has multiple dimensions and that 
the respective absorptive capacity dimensions have unique independent and joint effects on a 
firm’s ability to renew its capabilities through acquisition.  Results also suggest that the impact 
of the change in capabilities on the firm’s choice of future growth mechanism largely depends on 
the nature of capability that changed through acquisition.  When firms experience an 
improvement or decline in important revenue-generating capabilities that are fundamental to firm 
performance, the firm is more likely to pursue future acquisition to either compensate for its 
inability to grow by its own internal means or to exploit its improved capability in a new setting.  
However, when management capabilities or operational capabilities experience an improvement 
or a decline, the firms is less likely to pursue future acquisition in order to avoid taxing the 
already strained capability or to take time to fully internalize the improved capability.  Results 
also suggest that the change in capabilities through acquisition is positively associated with a 
change in post-acquisition performance. 
   
 1 
 
CHAPTER 1 INTRODUCTION 
 
The Resource Based View (RBV) maintains organizational capabilities may be a source 
of superior firm performance and competitive advantage when those capabilities create unique 
value for customers relative to value created by competitors (Barney, 1991).   Dynamic 
Capabilities research has extended RBV by incorporating the role of the changing environment 
to assert that those firms that are able to continuously alter their resources and capabilities to 
improve the firm’s fit with the environment will be more likely to achieve competitive 
advantage, growth, and survival (Teece et al., 1997; Eisenhardt and Martin, 2000; Helfat et al., 
2007).  Consequently, strategic management research has become increasingly concerned with 
how managers quickly and effectively alter their capabilities to improve a firm’s fit with the 
environment (see Helfat et al., 2007 for review)—a phenomenon referred to in this dissertation 
as the renewal of capabilities.  This dissertation is grounded in this tradition and explores the 
issue of capabilities renewal. 
Research has also pointed out that despite the need for managers to alter capabilities to 
realign with the environment, capabilities tend to be highly inertial (Hannan and Freeman, 1984; 
Levitt and March, 1988; Leonard-Barton, 1992), path dependent (Nelson and Winter, 1982; 
Helfat and Peteraf, 2003; Noda and Collis, 2001; Helfat, 1994), and take time to develop 
(Barney, 1991; Dierickx and Cool, 1989; Schreyogg and Kleisch, 2007).  While several 
mechanisms are available to managers to alter capabilities (Helfat et al., 2007), acquisitions have 
been identified as a particularly useful method to expand or alter capabilities (Capron et al., 
1998; Steensma and Fairbank, 1999; Karim and Mitchell, 2000).  As a result, a great deal of 
strategy research has explored the role of acquisitions in altering firm capabilities (e.g. 
Haspeslagh and Jemison, 1991; Capron et al., 1998; Ranft and Lord, 2002) and empirically 
confirmed that acquisitions are one means through which firms deepen their existing capabilities 
and obtain altogether new capabilities (Karim and Mitchell, 2000).  Moreover, research has 
shown that acquisitions provide an opportunity for firms to break rigidities and trajectories to 
incorporate new knowledge, question existing assumptions, and alter current patterns of behavior 
(Vermeulen and Barkema, 2001; Haspeslagh and Jemison, 1991).  Nevertheless, research in this 
area has also revealed that in some cases, acquisitions may have a damaging impact on 
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capabilities (Lei and Hitt, 1995; Paruchuri et al., 2006; Haspeslagh and Jemison, 1991).  Thus, 
the overarching goal of this research is uncover the circumstances under which acquisitions 
expand and renew capabilities and the circumstances under which acquisitions damage 
capabilities.    
A comprehensive review of existing research reveals four unresolved questions 
concerning the role of acquisitions in the renewal of capabilities.  First, research has not revealed 
how a firm’s past acquisition experience impacts whether a firm successfully renews its 
capabilities through their future acquisitions.  Previous studies examining how past acquisition 
experience impacts the outcomes of future acquisitions reveals varied predictions concerning 
how cumulative acquisition experience impacts a firm’s ability to renew its capabilities through 
acquisition.  On one hand, research suggests that previous acquisition experience positively 
impacts the acquisition performance (Fowler and Schmidt, 1989, Bruton et al, 1994) and 
organizational survival (Vermeulen and Barkema, 2001) supporting the notion that firms utilize 
acquisitions to align their capabilities to the environment.  Other researchers have outlined the 
operational changes that accompany acquisitions and tend to detract from the reinvestment in 
firm capabilities (Lei and Hitt, 1995; Hitt et al., 1996).  Researchers have suggested that highly 
acquisitive firms have pursued acquisition to grow through the acquisition of new products as an 
alternative to developing firm capabilities (Hitt et al., 1996; Blonigen and Taylor, 2000; Francis 
and Smith, 2005) and hence, one would not expect a firm to renew its existing capabilities 
through acquisition.  Consequently, the first research question addressed by this research is how 
does cumulative acquisition experience impact the renewal in capabilities from a focal 
acquisition? 
Second, research has not adequately explained why some firms are able to renew their 
capabilities through a particular acquisition, while other firms that make similar acquisitions fail 
to renew their capabilities or even experience a decline in their capabilities following acquisition.  
Current research has revealed a variety of factors that impact the potential for an acquisition to 
contribute to the renewal of the acquirer’s capabilities (e.g. integration, organizational fit, 
strategic fit [Haspeslagh and Jemison, 1991; Datta, 1991]), but even after accounting for these 
factors, variance in capabilities renewal remains.  Understanding this variance is important to 
help predict how a particular acquisition may positively or negatively impact a firm’s 
capabilities.  Consequently, the second research question addressed in this research is why do 
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some firms experience a renewal in capabilities from a particular acquisition, while other firms 
making similar acquisitions either fail to renew their capabilities or experience a decline in 
capabilities following the acquisition? 
Third, the current body of research is unclear as to how the outcomes from a particular 
acquisition impacts the strategy the firm chooses for future growth.  While some researchers 
have argued that acquisitions assist a firm in adaptation and growth by complementing their 
ability to grow organically (Vermeulen and Barkema, 2001; Prabhu et al., 2005; Hagedoorn and 
Duyster, 2002), other researchers have suggested that the inherent nature of acquisitions inhibits 
a firm’s ability to grow through internal means (Lei and Hitt, 1995) and as a result, acquisitions 
lead firms to pursue future acquisitions to acquire new products or markets in lieu of generating 
new products or markets through internal means (Blonigen and Taylor, 2000). Understanding 
how acquisitions influence a firm’s future strategy for growth contributes to the development of 
theory concerning why firms pursue different paths for growth.   Furthermore, to the extent that a 
firm’s cumulative acquisition experience is tied to the performance of future acquisitions, it is 
important to understand what contributes to accumulation of acquisition experience. 
Accordingly, the third research question addressed in this research is how does acquisition 
impact the future growth strategy adopted by firms? 
  Lastly, current research is mixed about the potential for acquisitions to contribute to 
firm performance.  While the Dynamic Capabilities perspective advances the notion that 
acquisitions may contribute to firm performance by allowing a firm to adapt its capabilities to 
improve a firm’s fit with the environment (Helfat et al., 2007), research to date has found that on 
average, acquisitions have disappointing results (King et al., 2004).  However, to date research 
has not explicitly examined how the change in capabilities following acquisition impacts post-
acquisition performance.  Thus, the fourth research question addressed in this dissertation is how 
does the change in capabilities from acquisition impact post-acquisition performance? 
 To address the research questions posed in this dissertation, I draw from the Absorptive 
Capacity literature (Cohen and Levinthal, 1990) to suggest that the processes associated with 
absorptive capacity impact capabilities renewal from acquisitions.  I adopt Zahra and George’s 
(2002) definition of absorptive capacity as a set of organizational routines and processes by 
which firms acquire, assimilate, transform, and exploit knowledge to produce a dynamic 
organizational capability.  To address the first research question concerning how cumulative 
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acquisition experience impacts the renewal in capabilities from a focal acquisition, I forward a 
conceptual model  that highlights the moderating role of absorptive capacity in explaining the 
relationship between past acquisition experience and the successful renewal of capabilities in 
future acquisitions.  Specifically, the conceptual model advanced in this research suggests that 
cumulative acquisition experience examined in conjunction with past internal development 
experience impacts the development of absorptive capacity.   
Furthermore, to address research question two concerning why some firms experience a 
renewal in capabilities from a particular acquisition, while other firms making similar 
acquisitions either fail to renew their capabilities or experience a decline in capabilities following 
the acquisition, the conceptual model advanced in this dissertation uncovers how each dimension 
of a firm’s absorptive capacity plays a unique and important role in the renewal of capabilities 
from acquisition.  Specifically, the conceptual model advanced in this dissertation suggests 
absorptive capacity impacts how an acquiring firm deals with the new knowledge acquired from 
the target.  As a result, absorptive capacity impacts the likelihood of capabilities renewal from a 
focal acquisition by providing a firm with openness to new knowledge, routines for gaining 
access to new knowledge, flexibility to disseminate and share the new knowledge in the most 
appropriate organizational unit, and the ability to transform the new knowledge for commercial 
ends.   
The conceptual model advanced in this research also addresses research question three 
concerning how a particular acquisition impacts the future growth strategy adopted by a firm by 
uncovering the moderating role of the renewal of capabilities on a firm’s selection of future 
growth strategy.  Lastly, the conceptual model addresses research question four concerning how 
a change in capabilities from acquisition impacts post-acquisition performance by advancing the 
idea that the renewal of capabilities from acquisition will impact a firm’s performance by 
revitalizing the firm’s capabilities and providing it with the flexibility to adapt to environmental 
changes.   
=============================== 
Insert Figure 1 About Here 
=============================== 
 To develop this model, I first provide a detailed literature review in Chapter 2 of this 
dissertation.  Section 2.1 of Chapter 2 establishes the theoretical foundation for capabilities 
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renewal and its importance to strategic management. Section 2.2 then examines the potential for 
acquisitions to contribute to the renewal of capabilities and outlines various perspectives within 
the strategy field that have been used to explore the renewal of capabilities from acquisition.  
Research on capabilities renewal may be distinguished according to the source of renewal.  
Three sources of renewal are prominent in the research.  The first stream of research identifies 
the actual capabilities that are being acquired or combined as the source of renewal (e.g. Capron 
et al., 1998; Karim and Mitchell, 2000; Krishnan, Joshi and Krishnan, 2004; Ahuja and Katila, 
2001; Cloodt et al., 2006; Ranft and Lord, 2002). The second stream of research identifies the 
source of renewal as the learning that takes place as the acquirer undergoes the acquisition 
process (Vermeulen and Barkema, 2001; Haspeslagh and Jemison, 1991). Lastly, the third 
stream identifies the renewal of acquisition capabilities as an important source of capabilities 
renewal (e.g. Zollo and Singh, 2004; Fowler and Schmidt, 1989; Bruton, Oviatt and White, 1994; 
Hayward, 2002).   Following this review, Section 2.3 concludes the chapter with a summary of 
contributions of existing research, an analysis of unresolved research issues, and the presentation 
of the research questions addressed in this dissertation. 
 Chapter 3 presents the theoretical perspective utilized to address the research questions, 
the conceptual model advanced in this dissertation, and the hypotheses.  Section 3.1 provides a 
brief overview of the Absorptive Capacity perspective (Cohen and Levinthal, 1990) and makes 
the theoretical link between absorptive capacity and capabilities renewal from acquisition.  
Section 3.2 provides an overview of the conceptual model advanced in this research.  In this 
section, the importance of both internally-oriented absorptive capacity and externally-oriented 
absorptive capacity is presented and developed.  Section 3.3 develops the hypotheses that follow 
from the research model.  This section is divided into four groups of hypotheses.  A detailed list 
of hypotheses may be found in Table 1.   
=============================== 
Insert Table 1 About Here 
=============================== 
In Section 3.3.1, hypotheses are presented that link a firm’s historical acquisition and 
internal development experience to the organization’s internally-oriented and externally-oriented 
absorptive capacity.  In this dissertation, a firm’s historical acquisition and internal development 
experience is referred to as the firm’s historical growth strategy.  In Section 3.3.1, three different 
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historical growth strategies are presented: pure acquisition strategy, pure internal development 
strategy, and mixed use strategy.  Next, Section 3.3.2 links absorptive capacity to the renewal of 
capabilities from acquisition by predicting the joint effects of various levels of internally-
oriented and externally-oriented absorptive capacity on the change in capabilities following 
acquisition.  Then, Section 3.3.3 provides hypotheses concerning how the change in capabilities 
following an acquisition impacts the likelihood of future internal development and future 
acquisitions.  Finally, Section 3.3.4 links the change in capabilities following acquisition to post-
acquisition performance.  A detailed research model may be found in Figure 2. 
=============================== 
Insert Figure 2 About Here 
=============================== 
 Chapter 4 presents the research method utilized in this research.  In this chapter, I identify 
and justify the use of banking industry as the ideal population because of the widespread use of 
acquisitions in the industry, the use of both de novo entry into new markets and acquisition entry 
into new markets, the availability of extensive, reliable, uniform, archival data due to the heavily 
regulated nature of the industry, and the large size of the industry.  Next, Section 4.2 provides a 
detailed explanation of the independent, dependent and control variables and how the variables 
are measured. Then, Section 4.3 outlines the procedures used to modify and pretest a survey 
utilized by Jansen et al. (2005) to measure absorptive capacity.  Section 4.4 describes data 
collection procedures.  Lastly, Section 4.5 presents the statistical methods used to test the 
hypotheses. 
Next, Chapter 5 discusses the results of the analysis.  Section 5.1 presents the results of 
the confirmatory factor analysis conducted to measure the various dimensions of absorptive 
capacity.  Next, Section 5.2 presents some key descriptive statistics and correlations.  Then, 
Section 5.3 presents the results from tests of the various hypotheses. 
Chapter 6 discusses the results of the study.  Sections 6.1, 6.2, 6.3, and 6.4 discuss the 
results of the study with respect to each of the four research questions forwarded in this 
dissertation.   Next, Section 6.5 addresses the potential implications of this study for existing 
research.  Then, section 6.6 addresses the limitations of this study including important boundary 
conditions, impacting the interpretation of this study.  Lastly, Section 6.7 proposes important 
areas for future research given the findings from this study.   
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Chapter 7 concludes this dissertation by exploring the contributions of this study to 
management theory and management practice.  Specifically, the contributions this dissertation 
makes to management theory and practice are explored in Sections 7.1 and 7.2, respectively.   
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CHAPTER 2  LITERATURE REVIEW 
 
In this chapter, the need for firms to alter their capabilities to improve their fit with the 
external environment is discussed.  While acquisitions are pursued for a variety of motives, one 
potential motive for acquisitions is the desire to alter a firm’s capabilities to improve its fit with 
the external environment.  This chapter will review past research that has examined the role of 
acquisitions in the renewal of firm capabilities.  This chapter is organized into three major 
sections.  The first section presents the theoretical foundation for capabilities renewal and the 
potential for acquisitions to contribute to the renewal of capabilities.  The second section 
presents theoretical perspectives within strategy that have examined the question of how 
acquisitions impact the renewal of capabilities.  This section will reveal important insights 
current strategy research has contributed to our understanding of how acquisitions impact 
capabilities renewal.  The last section outlines these contributions, uncovers important gaps in 
the current literature, and presents the research questions explored in this dissertation. 
2.1 RENEWAL OF CAPABILITIES 
 The role of organizational capabilities in the development of competitive advantage has 
gained increasing attention through the proliferation of Resource Based View (RBV) (Barney, 
1991; Peteraf, 1993) and the Dynamic Capabilities perspective (Teece et al., 1997; Eisenhardt 
and Martin, 2000; Helfat et al., 2007) in the field of strategic management.  RBV holds that due 
to incomplete factor markets allowing for the heterogeneity of firms in terms of their resources 
and capabilities, firms possessing resources and capabilities that create value and are superior 
relative to those possessed by competitors will build a competitive advantage and generate rents 
(Barney, 1991).  The Dynamic Capabilities perspective further contributes to this premise by 
incorporating the effect of market dynamism and the erosion of competitive advantage 
(Eisenhardt and Martin, 2000).  The Dynamic Capabilities paradigm proposes that a firm’s 
ability to quickly and effectively manipulate its resources and capabilities to respond to changes 
in the marketplace to increase or maintain the fit of its resources and capabilities to the market 
brings about competitive advantage, survival, and growth (Eisenhardt and Martin, 2000; Helfat 
et al., 2007).  Consequently, under this perspective, the role of managers has been likened to that 
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of an architect responsible for building, integrating or reconfiguring resources and capabilities to 
adapt to market changes (Makadok, 2001). Likewise, much of the strategic management research 
has focused on the renewal of firm resources and capabilities (e.g. Capron, Dussauge and 
Mitchell, 1998; Capron and Mitchell, 1998; Dyer and Singh, 1998; Gilbert, 2005; Karim and 
Mitchell, 2004; Zollo and Winter, 2002).  Throughout this dissertation the term “renewal” is 
used to denote not only the change in a firm’s existing capabilities (e.g. the change in 
effectiveness of capabilities), but also the change development of entirely new capabilities (e.g. 
the change in the scope a firm’s capabilities). 
2.1.1 Theoretical Foundation   
For the purposes of this research, a resource is defined as “an asset or input to production 
(tangible or intangible) that an organization owns, controls, or has access to on a semi-permanent 
basis” (Helfat and Peteraf, 2003: 999).  This definition is consistent with the definition used by 
Amit and Schoemaker (1993: 35) who assert that resources are converted into final products or 
services…” and that “resources consist, inter alia, of knowhow that can be traded (e.g. patents 
and licenses), financial or physical assets (e.g. property, plant, and equipment), human capital, 
etc.”  Furthermore, an organizational capability is defined as “the ability of an organization to 
perform a coordinated set of tasks, utilizing organizational resources, for the purpose of 
achieving a particular end result” (Helfat and Peteraf, 2003: 999).  Thus, again consistent with 
the definition of capabilities used by Amit and Schoemaker (1993), capabilities as defined in this 
dissertation refer to the collection of organizational routines and processes that the firm has in 
place to coordinate and deploy the resources the firm has in its possession to achieve a desired 
end.  Furthermore, capabilities evolve over time through the complex interactions among firm 
members and resources, and consequently, are organizationally embedded and firm specific 
(Nelson and Winter, 1982; Helfat and Peteraf, 2003; Amit and Schoemaker, 1993).  
Additionally, while a capability may or may not have reached its highest level of efficiency and 
effectiveness, the term “capability” denotes some level of reliability (Helfat and Peteraf, 2003; 
Amit and Schoemaker, 1993).    
Clarifying the difference between a resource and a capability and making the fact that this 
is the perspective adopted in this dissertation explicit is useful for two primary reasons.  First, 
whereas this research adopts the position that resources and capabilities are two distinct 
concepts, other works cited in this dissertation do not make the conceptual or empirical 
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distinction between resources and capabilities (e.g. Karim and Mitchell, 2004) or assume that 
capabilities are a subset of resources. (e.g. Capron et al., 1999).  Thus, explicit clarification of 
this difference in perspectives serves to reconcile the findings of previous research and the 
research findings in this dissertation (e.g. Capron et al., 1999; Karim and Mitchell, 2004).  
Second, this distinction is necessary because research has suggested that the processes of 
renewing resources likely differ from the processes of renewing capabilities as defined in this 
dissertation.  Past research suggests that the renewal of resources to create competitive advantage 
primarily involves managerial foresight and the development of more accurate expectations 
about the future value of resources than rivals (Makadok, 2001).  Sirmon, Hitt and Ireland (2007) 
refer to these managerial activities as structuring the firm’s resource portfolio and propose that 
structuring consists of activities to acquire the necessary resources in the factors markets, 
accumulate the necessary resources through internal development, and divest less valuable 
resources to generate important slack and flexibility.  Alternatively, research suggests that the 
renewal of firm capabilities involves other processes.  Because capabilities are embedded in the 
organization and are firm specific (Nelson and Winter, 1982; Helfat and Peteraf, 2003; Amit and 
Schoemaker, 1993), capabilities are generally more difficult to trade between owners than 
resources due to their unique vulnerability to market failures such as small numbers, 
opportunism, and information impactedness (Amit and Schoemaker, 1993; Williamson, 1975).  
Consequently, apart from transferring ownership of the organization in which the capabilities are 
embedded, capabilities are difficult to exchange through market transactions (Makadok, 2001).  
As a result, the primary option available to managers to renew capabilities is to build them. 
Stemming from this line of inquiry, several studies have attempted to understand how 
managers renew capabilities (e.g. Helfat and Peteraf, 2003; Ethiraj et al., 2005; Montealegre, 
2002; Keil, 2004; Kazanjian and Rao, 1999).  From this body of research, researchers have 
revealed that the renewal of capabilities is a gradual and evolutionary process (Helfat and 
Peteraf, 2003; Montealegre, 2002) guided by deliberate investments and actions (Ethiraj et al., 
2005) and supported by other firm resources and capabilities such as leadership and 
organizational culture (Kazanjian and Rao, 1999; Keil, 2004; Montealegre, 2002).  Sirmon et al. 
(2007) refer to the processes by which managers renew firm capabilities as bundling.  Moreover, 
they propose three primary processes that produce changes in capabilities.  The first process, 
stabilizing, involves making minor incremental improvements in existing capabilities.  
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Stabilizing is primarily associated with maintaining value and is less commonly credited with 
creating value.  The second process, enriching, is the process of extending and elaborating a 
current capability.  Enriching may not only allow firms to maintain competitive advantage, but 
may also allow firms to gain a competitive advantage by providing greater value to customers 
than rivals.  Pioneering, the third bundling process proposed by Sirmon et al. (2007), involves 
developing new and unique capabilities.  These capabilities may be formed as the firm integrates 
new resources acquired from the strategic factors markets with the intent to produce new ways to 
generate value for consumers. 
2.1.2 Challenges of Capabilities Renewal 
Despite the need for a firm to renew its capabilities to adapt to the changing environment, 
a significant body of research illustrates that the evolutionary processes associated with the 
renewal of capabilities and the inherent nature of capabilities make capabilities averse to rapid 
change and development (Nelson and Winter, 1982; Leonard-Barton, 1992; Schreyogg and 
Kliesch, 2007), challenging the notion that managers can quickly alter the capabilities possessed 
by the firm.   This body of research highlights the difficulties that managers face in altering firm 
capabilities.  These challenges may be classified into one of three broad categories. 
First, research concerning capabilities supports the notion that capabilities tend to be 
highly inertial (Hannan and Freeman, 1984; Tripsas and Gavetti, 2000; Leonard-Barton, 1992).  
Inertial forces reside not only within the organization but also with its relationship to the external 
environment.  For example, Hannan and Freeman (1984) propose that an external force driving 
inertia is that the environment tends to favor firms with reliable routines and firms who can 
rationally account for their actions.  Thus, firms that tend to survive are those who reliably 
reproduce their actions and exhibit little variable behavior.  Hannan and Freeman (1984) posit 
that while firms may be able to change their routines, change will be slow and evolutionary.  
Furthermore, they suggest that abrupt changes in the core structures of the firm will make the 
firm vulnerable to failure.  Additional research has shown that successful companies often have 
difficulty altering their capabilities due to commitments to customers and their limited resources 
to experiment with new ways of conducting business (Christensen, 1997; Daneels, 2003). 
In addition to external forces, internal forces may simultaneously act to inhibit change.   
Some researchers have attributed the nature of organizational learning to the inertial tendencies 
of firm capabilities.  Researchers have demonstrated that efforts to make incremental 
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improvements in existing capabilities may drive out experimentation with alternative ways of 
conducting business (March, 1991; Levitt and March, 1988; Levinthal and March, 1993).  
Furthermore, positive feedback from embedded organizational capabilities further reinforces the 
firm’s commitment to existing capabilities and makes experimentation less desirable (March, 
1991).  Consequently, well-known learning processes in the firm may prevent the renewal of 
new capabilities (e.g. Cyert and March, 1963; March and Simon, 1958; Levitt and March, 1988).  
Likewise, research has shown that capabilities sometimes develop into rigidities as the 
knowledge base, managerial systems, organizational value and norms, and technical systems 
upon which existing capabilities are based, limit the ability and the attractiveness of developing 
new capabilities (Leonard-Barton, 1992).  Gilbert (2005) unbundles these sources of rigidities 
into two groups: resource rigidity and routine rigidity.  While resource rigidity involves the 
difficulties the firm faces in altering resource allocations, routine rigidity involves the 
inflexibility of routines.   The former is derived from immediate economic motives and resource 
stickiness (Ghemawat and Del Sol, 1998).  The latter is derived from the reliability of 
organizational processes and the mechanisms of organizational learning (Nelson and Winter, 
1982; Levinthal and March, 1993) as well as the social cognition of firm members that makes it 
difficult to alter patterns of response (Tripsas and Gavetti, 2000).   
 A second challenge that managers face when seeking to renew their capabilities is 
capability path dependency.  Research has shown that the development of capabilities is a path 
dependent process in which the path taken early on in the founding of the capabilities impacts the 
direction and evolution of that capability in the future (Helfat and Peteraf, 2003; Noda and 
Collis, 2001; Helfat, 1994; Helfat and Raubitschek, 2000; Zollo and Winter, 2002).  In other 
words, the historical progression of the capability not only explains the current nature of the 
capability but also limits its future path.  Research on capabilities has illustrated that they exhibit 
a strong path dependence, meaning that the development of a capability depends on the history 
of that capability (Helfat and Peteraf, 2003; Schreyogg and Kliesch, 2007; Noda and Collis, 
2001).  Research also shows that capabilities are imprinted with the historical conditions at the 
time of founding (Noda and Collis, 2001; Stinchcombe, 1965).  These historical conditions 
include the social interactions among individuals in the group and their personal and group 
experiences (Weick and Roberts, 1993; Cyert and March, 1963; Helfat and Peteraf, 2003), the 
specific historical problem the capability was established to address (Helfat and Peteraf, 2003; 
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Noda and Collis, 2001; Montealegre, 2002), and the firm’s unique resource endowments (Helfat 
and Raubitschek, 2000; Helfat and Lieberman, 2002; Helfat, 1997) that the firm may leverage to 
solve the identified problem (Ahuja and Katila, 2004).  As the firm’s capabilities evolve, their 
paths are shaped around this historical imprint and based on cognitive, financial, and 
sociopolitical feedback.  Consequently, future directions that capabilities take are limited by 
these paths, the experiences of team members, the success of the current capability, and the 
feasibility of new alternatives given the path of the capability (Helfat and Peteraf, 2003). 
 A third major challenge to renewing capabilities is the time required to develop new 
capabilities.  While researchers have shown that a particular event such as a discontinuous 
change in the environment (Romanelli and Tushman, 1994; Hoskisson et al., 2004) or a 
constructed crisis (Kim, 1998) can instigate the renewal of a capability and intensify efforts to 
renew capabilities, capabilities typically develop over time through complex interactions (Weick 
and Roberts, 1993; Cyert and March, 1963).  Researchers have further stated that the time 
intensive process and the unclear evolutionary path to build capabilities contribute to their 
inimitability (Barney, 1991; Leornard-Barton, 1992; Schreyogg and Kliesch, 2007).  
Consequently, Schreyogg and Kleisch (2007) highlight the inherent paradox between the time 
intensive process of renewing capabilities and the need for rapid development in order to adapt 
to changes in the environment in a timely manner.  
2.1.3  Alternatives for Capabilities Renewal  
 In light of the challenges managers face in renewing firm capabilities, research reveals 
three primary mechanisms through which managers renew firm capabilities (see Helfat et al., 
2007 for review).  First, managers may build new capabilities and alter existing ones by 
developing them internally and thus, work within the boundaries of the existing organization to 
renew capabilities.  Second, managers may augment their capabilities by reaching outside of the 
boundaries of their firm to access the capabilities of others through alliances.  Third, managers 
may augment their capabilities by again reaching outside the boundaries of the firm, but instead 
of accessing the capabilities of another firm through preferred partner status, access the 
capabilities of another firm by taking ownership of the other firm through acquisition.   In 
practice, managers may rely heavily upon one of the aforementioned mechanisms or utilize a 
combination of the mechanisms.  This research will examine the how acquisitions impact the 
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renewal of capabilities and leave the examination of alliances and internal development to 
another time and place in the interest of depth over breadth. 
 A significant volume of research has been devoted to understanding conditions that 
govern the suitability of any one of these three mechanisms (e.g. Yin and Shanley, 2008; Dyer et 
al., 2004; Dickson and Weaver, 1997; Hagedoorn and Duyster, 2002; Hennart and Park, 1993; 
Villalonga and McGahan, 2005; Wang and Zajac, 2007).  Additionally, extensive research has 
been conducted examining the best practices for the three mechanisms (e.g. Haspeslagh and 
Jemison, 1991; Zollo and Singh, 2004; Gulati and Singh, 1998; Gupta and Govindarajan, 1991; 
Hamel, 1991; Khanna, Gulati, and Nohria, 1998; Gibson and Birkinshaw, 2004).  This 
dissertation examines the potential for acquisitions to contribute to the renewal of capabilities 
and sets aside the examination of the potential for the other mechanisms—internal development 
and alliances—to contribute to capabilities renewal for a different time and place.   
 Acquisitions have been identified as one important mechanism firms use to renew their 
capabilities (Helfat et al., 2007; Carpon et al., 1998; Haspeslagh and Jemison, 1991).  
Acquisitions allow firms to overcome some of the previously mentioned challenges to altering 
their existing capabilities by allowing firms to quickly access capabilities that are already 
established and have a proven track record (Capron et al., 1998; Steensma and Fairbank, 1999; 
Karim and Mitchell, 2000).  Moreover, several theoretical perspectives support the notion that 
acquisitions may be an attractive alternative to internal development as a means to incorporate 
new capabilities into the organization.  From a Transaction Cost Economics (TCE) perspective, 
acquisitions are vital to obtain valuable resources and capabilities that are susceptible to the 
market failures of bounded rationality and opportunism when purchased individually 
(Williamson, 1975).  The Resource Based View (RBV) suggests that some resources and 
capabilities are embedded in the firm and cospecialized with other firm resources and 
capabilities and, as a result, may be subject to market failures (Peteraf, 1993).  An acquisition of 
the entire firm may be necessary to obtain specific discrete resources because these discrete 
resources may lose value if separated from the organization (Dierickx and Cool, 1989).  
Furthermore, the RBV asserts that acquisitions hold a distinct advantage over internal 
development under certain conditions due to issues of time compression diseconomies, asset 
mass efficiencies, and asset erosion (Dierickx and Cool, 1989).  The Knowledge Based View 
(KBV) lends additional support to the use of acquisitions for capabilities renewal because of the 
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unique resource coordination mechanisms possessed by the firm (Grant, 1996; Thompson, 1967).  
The KBV suggests that the firm holds a distinct advantage over markets for knowledge 
integration and coordination through its use of mechanisms such as rules and directives, routines, 
and decision making procedures (Grant, 1996).  Consequently, acquisitions may be an important 
source of capabilities renewal by housing the resources to be integrated and/or reconfigured 
under a common ownership structure. 
 Due to the tremendous potential for acquisitions to contribute to capabilities renewal, a 
great deal of empirical and theoretical research has attempted to uncover the role of acquisitions 
in capabilities renewal.  Towards this goal, a host of management researchers have advanced 
theoretical and empirical models aimed at clarifying the role of acquisitions for capabilities 
renewal.   However, as will be explicated in Section 2.2, despite the significant advancements in 
our understanding of acquisitions as a mechanism to renew capabilities, the role of acquisitions 
in the renewal of firm capabilities remains unclear. 
2.2  RENEWAL OF CAPABILITIES FROM ACQUISITION 
A comprehensive review of research on acquisitions for capabilities renewal reveals that 
research examining this issue is grounded in multiple distinct perspectives.  Research on 
capabilities renewal may be distinguished according to the source of renewal.  Three sources of 
renewal are prominent in the research.  The first stream of research identifies the actual 
capabilities that are being acquired or combined as the source of renewal.  This stream of 
research assumes that capability renewal occurs when firms gain access to new capabilities 
possessed by the target or when the acquirer and target combine capabilities (e.g. Capron et al., 
1998; Karim and Mitchell, 2000; Krishnan, Joshi and Krishnan, 2004; Ahuja and Katila; 2001; 
Cloodt et al., 2006; Ranft and Lord, 2002).  Thus, renewal is associated with leveraging a new 
capability in a new setting.  The second stream of research identifies the source of renewal as the 
learning that takes place as the acquirer undergoes the acquisition process (Vermeulen and 
Barkema, 2001; Haspeslagh and Jemison, 1991). In this stream, researchers are not concerned 
with a particular capability per se but instead are focused on the learning and change that occurs 
as the acquiring firm opens itself to new experiences through acquisition.  Lastly, the third 
stream identifies the renewal of acquisition capabilities as an important source of capabilities 
renewal (e.g. Zollo and Singh, 2004; Fowler and Schmidt, 1989; Bruton, Oviatt and White, 1994; 
Hayward, 2002).   This stream of research assumes that acquisitions are an important strategic 
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tool to establish a competitive advantage.  As a result, the experience of acquisition is an 
important opportunity to strengthen those acquisition skills. 
 Each of these streams has made significant contributions to the capabilities perspective 
on acquisitions.  In the following sections, the empirical and theoretical contributions of each of 
these streams are further explored.     
2.2.2 Acquisition of a New Capability 
 A substantial volume of research has investigated how the acquisition of specific 
capabilities may lead to the renewal of organizational capabilities.  This section is divided into 
three subsections.  In the first section, research is examined that addresses how acquisitions are 
used to change and reconfigure resources.  The second section explores research that explicitly 
focuses on the acquisition of innovation capabilities and how the acquisition of innovation 
capabilities impacts the renewal of capabilities.  In the third section, attention is turned to 
research that examines how the processes associated with acquiring and integrating the newly 
acquired capability impacts whether firms are able to renew their capabilities through 
acquisitions.   
2.2.2.1 Resource Change and Reconfiguration 
 One of the most prolific areas of research on acquisitions to arise over the past decade is 
that research examining acquisitions as an opportunity to access, recombine, and reconfigure 
specific capabilities (e.g Capron, Dussauge, and Mitchell, 1998; Karim and Mitchell, 2000; 
Krishnan, Joshi and Krishnan, 2004; Uhlenbruck, Hitt, and Semadeni, 2006). This stream of 
research draws primarily from the tenets of RBV (Barney, 1991), learning theories (March, 
1991; Levinthal and March, 1993), and TCE (Williamson, 1975).  First, the RBV posits firms 
must constantly recombine and reconfigure resources to possess valuable, rare, inimitable, and 
nonsubstituable resources (Barney, 1991).  Second, learning theories suggest that firms 
encounter barriers to developing those capabilities through internal development because of (1) 
the significant time involved in the development of new resources, (2) the significant risks 
involved in developing the unknown through trial and error, and (3) the difficulty associated with 
learning new skills that require substantially different knowledge than that already possessed 
(March, 1991; Levinthal and March, 1993).  Therefore, the acquisition of new capabilities 
provides an attractive alternative to internal development under certain conditions.  Third, TCE 
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illustrates that firms may acquire new capabilities by purchasing discrete resources or entire 
firms; however, due to the market failures of bounded rationality and opportunism, firms may 
select acquisition of entire firms over discrete resources to access new capabilities (Williamson, 
1975). 
Extant research in this stream has revealed that acquisitions are a mechanism for change 
by allowing firms to access and redeploy resources between acquirers and targets (Capron, 
Dussauge, and Mitchell, 1998).  A central tenant in this research is that acquisitions allow for 
change in two primary ways.  First, acquisitions allow for change by providing acquirers with an 
opportunity to apply their existing resources to new areas of business accessed in the target firm, 
particularly when the target firm is inefficiently utilizing its existing resources.  Second, 
acquisitions allow for change by applying the acquired resources to the acquiring firm’s existing 
lines of business.  Research on horizontal acquisitions revealed that resources particularly subject 
to the market failures of bounded rationality and opportunism are most likely to be redeployed 
between the acquirer and target (Capron et al., 1998).  Furthermore, asymmetry in the acquirer’s 
and target’s resources explained the direction of redeployment such that the resources redeployed 
were most likely redistributed from the unit with a relative strength in that type of resource to a 
unit with a relative weakness in that type of resource.   It should be noted that while this research 
examined the deployment of resources between the acquiring and target firm, resources were 
conceptualized and measured by including both discrete resources (e.g. human resources, 
financial resources, brand names) as well as more complex capabilities (e.g. technical innovation 
capabilities, managerial capabilities, manufacturing capabilities). 
 This line of research indicates that acquisitions present the acquiring firm with the 
opportunity to renew its capabilities by applying those resources and capabilities possessed by 
the target firm in the acquiring firm’s existing operations.  This research also reveals the 
potential for acquisitions to contribute to the development of new capabilities by providing the 
acquiring firm with access to new capabilities and new business opportunities. 
Whereas the research above was concerned with the flow of resources between the 
acquirer and target, additional research found that acquisitions positively contribute to new 
resource configuration outcomes.  Using the change in product positions as a proxy for a change 
in product capabilities, this research revealed that acquiring firms leverage the target’s product-
related capabilities to strengthen their existing product positions as well as to move into new 
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product positions that require substantially different resources (Karim and Mitchell, 2000). These 
acquisitions helped firms move into new entirely new product positions by helping firms to 
overcome barriers such as the time that it takes to develop new capabilities, the lack of 
knowledge they have concerning the new capability, and the risk associated with developing a 
new capability (March, 1991; Levinthal and March, 1993).  As a result, acquirers find it 
increasingly worthwhile to invest the time and money and tackle the risks and integration issues 
associated with acquisition so that they may renew their capabilities (Puranam and Srikanth, 
2007).  
Subsequent research linked resource configuration through acquisitions to organizational 
performance.  Extant research has revealed that resource reconfiguration through acquisition 
increase the acquirer performance and competitive advantage by helping the firm move into 
more profitable product positions (Krishnan, Joshi, and Krishnan, 2004), product positions that 
were new to the firm (Shelton, 1988), and emerging product markets (Uhlenburck, Hitt and 
Semadeni, 2006). Additionally, research has shown that stock price gains accrue to the bidding 
firm in cross-national acquisitions when the goal of acquisition is reverse internalization (Seth, 
Song, and Pettit, 2002).  Consequently, current research suggests that acquisitions perform better 
when the acquisition provides the acquiring firm with access to capabilities not previously 
possessed.  However, extant research has also revealed that acquisitions tend to perform better 
when the capabilities possessed by the target and acquirer complement one another (Hitt, 
Harrison, Ireland, and Best, 1998).  This research cites examples such as the acquisition between 
Beckman Instruments and SmithKline in which the goal of the acquisition was to renew biotech 
research capabilities by combining SmithKline’s strength in pharmaceuticals and healthcare with 
Beckman Instruments’ strength in diagnostic technology. 
The literature discussed above addresses the potential for acquisitions to allow firms to 
access new capabilities and the tendency for that access to translate into an overall change in the 
acquiring firm’s capabilities.  While the research cited above addresses the acquisition of 
capabilities in general and does not distinguish between the different types of capabilities 
acquired, additional research has distinguished innovation capabilities as an important source of 
renewal through acquisitions.  As the next section will demonstrate, the unique implications of 
technological acquisitions for firm capabilities, the unique challenges inherent with technological 
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acquisitions, the quantity of research in this area, and the specific questions this research 
addresses warrant its separate treatment in the following section.            
2.2.2.2  Impact of Acquisition on Innovation Capabilities 
Over the past three decades the number of acquisitions involving technology-based firms 
has soared.  In the 1990s one-fifth of acquisitions in the U.S. involved technology-based firms 
(Inkpen, Sundaram, and Rockwook, 2000).  Acquisitions involving technology-based firms have 
received a significant amount of interest in the strategy research because of the opportunity 
afforded by these types of acquisitions to contribute to the renewal of firm resources and 
capabilities (Eisenhardt and Martin, 2000; Helfat et al., 2007).  On the one hand, these 
acquisitions contribute to the renewal of resources by acquiring new human resources, patents 
and products (Chaudhuri and Tabrizi, 1999).  On the other hand, these acquisitions encompass 
the opportunity to renew capabilities by providing the acquiring firm the access to new 
innovation capabilities (Puranam and Srikanth, 2007).   However, acquisitions involving firms in 
technology-intensive sectors also face unique challenges due to the distinct structural and 
managerial systems upon which innovation capabilities depend (Paruchuri, et al., 2006; Puranam 
et al., 2006; Schweizer, 2005).  Although acquisitions involving technology-based companies 
have particularly unique characteristics, research that has examined acquisitions involving 
technology-based companies has provided significant insights into the renewal of firm 
capabilities that can be generalized across other, low-tech industry environments.   
Extant research has revealed either a negative or neutral relationship between acquisition 
and future innovation output.  Specifically, previous research has revealed that acquisition is 
associated with a decline in patenting activity (Hitt, Hoskisson, Ireland,, and Harrison, 1991), as 
well as a decline in new product introductions (Hitt, Hoskisson, Johnsojn, and Moesel, 1996).  
Additionally, while acquisition intensity has been shown to have a positive (Healy, Palepu, and 
Ruback, 1992) relationship with R&D intensity in a few studies, other studies have revealed a 
negative relationship between acquisition intensity and R&D intensity (Hall, 1990; Hitt, 
Hoskisson, Ireland, and Harrison, 1991).  Therefore, while it is evident that many acquisitions 
are conducted in high tech industries, research is mixed concerning how acquisitions involving 
technology-based firms impact subsequent innovation capabilities. 
Research has provided insights into reasons that acquisitions lead to a decline in R&D 
intensity and subsequent innovation output.  First, research has revealed that changes in the 
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organization following acquisition negatively impact the resources a firm has to innovate as well 
as managerial attention and commitment to innovation.  Specifically, research has found 
acquisition intensity, measured by the number of acquisitions and percentage of sales acquired, is 
positively related to financial controls and negatively related to strategic controls (Hitt et al., 
1996).  Strategic controls are defined as internal control systems that utilize long-term, 
strategically relevant criteria to evaluate managers, while financial controls utilize objective, 
financial targets for evaluation.  Often financial controls are more short-term in nature 
(Hoskisson and Hitt, 1988). Therefore, research suggests that the decline in innovation following 
acquisitions may occur as managers’ willingness to champion internal innovation declines as 
they become more focused on short-term objectives and more risk averse. 
Second, research has revealed that the characteristics of the acquirer and target 
differentially impact subsequent innovation activities and productivity.  Research has revealed 
that acquisitions involving targets that did not possess a technology component had an 
insignificant effect on subsequent innovation output (Ahuja and Katila, 2001).  Also, studies 
show that acquisitions involving targets with no patenting activity in the 5 years prior to 
acquisition have a negative impact on subsequent innovation output (Cloodt, Hagedoorn, and van 
Kraneneburg, 2006).    
Research also suggests the acquirer and target knowledge bases impact the change in 
innovation capabilities following acquisition.  Previous studies suggest that the absolute size of 
the target’s knowledge base measured through previous patents has a positive impact on 
innovation output (Ahuja and Katila, 2001; Cloodt et al., 2006).  Also, research has revealed that 
the larger the relative size of the target’s knowledge base to the acquirer’s knowledge base, the 
greater the decline in innovation output.  These results suggest that it is necessary for the target 
to possess important innovation capabilities to positively impact future innovation output, but 
when those knowledge resources exceed that of the acquirer, the resources required for 
integration divert attention from innovation activities.  
Furthermore, research reveals a curvilinear relationship between the similarity between 
the target and acquirer’s knowledge base and subsequent innovation (Ahuja and Katila, 2001; 
Cloodt et al., 2006).  These results suggest that acquirers and targets whose knowledge is too 
similar may have little to learn from acquisition so that the costs associated with integration 
exceed the potential benefits of combining knowledge bases.  Moreover, when the acquirer and 
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target’s knowledge is very different, they may have difficulty finding potential areas of overlap 
and understanding the other unit’s knowledge.   
In sum, extant research has revealed that for acquisitions to increase innovative output, 
the target must consist of a technological component and there must be an appropriate fit 
between the acquirer and target’s knowledge base.  It should be noted that in the majority of 
studies discussed above, researchers rely on knowledge reconfiguration arguments (Kogut and 
Zander, 1992, 1996) to explain the change in innovation output.  Stated differently, the 
researchers presume that the size of the knowledge bases and/or relatedness of the knowledge 
bases impacts the number of ways knowledge may be reconfigured into new innovations and 
thus the potential for future innovation output.  Furthermore, while the researchers discuss 
integration in terms of the recombination of knowledge, they tend to assign only minor, if any, 
significance to other integration issues.   
Lastly, research has revealed that the firm’s motivation is a critical factor influencing the 
change in innovation capabilities.  Specifically, research suggests that some firms in technology-
based sectors tend to acquire as a means to acquire new technologies and new products, or 
“know-what”, while other firms tend to acquire as a means to acquire new innovation 
capabilities, or “know-how” (Puranam and Srikanth, 2007). Research further reveals that 
acquisitions of know-what benefit from a one-time injection of revenue as the firm gains access 
to new products or combines new technologies with existing products to enter new markets.  
Alternatively, acquisitions of know-how allow the firm to renew their capabilities and as a result, 
may be a source of ongoing revenues.  Therefore, one would not necessarily predict an 
improvement in innovation capabilities following acquisition since the primary motivation 
underlying most acquisitions involving technology-based firms is the acquisition of products and 
not the innovation capabilities that created the products (Hitt et al., 1996; Blonigen and Taylor, 
2000; Francis and Smith, 2005).  
Empirical evidence supports the notion that some firms use acquisition to substitute for 
internal development.  Specifically, studies have found a significant negative relationship 
between a firm’s ex ante R&D intensity and its propensity to acquire (Blonigen and Taylor, 
2000; Hall, 1987) and concluded that the low ex ante R&D intensity among acquiring firms 
suggests that the firms are substituting acquisitions for internal development.  However, 
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additional research has found no significant difference between the R&D intensity of acquiring 
and non-acquiring firms (Hall, 1987).   
However, research has also revealed that not all firms substitute acquisitions for internal 
development.  Research provides evidence that firms may oscillate between periods in which 
they invest heavily and R&D and other internal development efforts and refrain from acquiring, 
and periods in which they reduce investment in R&D and other internal development efforts and 
turn their attention to acquisition (Blonigen and Taylor, 2000; Vermeulen and Barkema, 2001; 
Prabhu et al., 2005; Hagedoorn and Duyster, 2002).  This work suggests that firms may use 
acquisitions to complement their internal development strategy (Vermeulen and Barkema, 2001; 
Prabhu et al., 2005; Hagedoorn and Duyster, 2002).  Firms using acquisitions to complement 
their internal development strategy may utilize acquisitions in conjunction with internal 
development for strategic reasons such as to reduce the time required to obtain the capability 
(Ranft and Lord, 2002), to avoid the risk and uncertainty of developing a technology through 
their internal means (Roberts and Berry, 1985), or to circumvent entry barriers such as patent 
protection (Singh and Montgomery, 1987).   
Overall, these studies reveal that while some firms choose between a long-term strategy 
of acquisition or internal development (Hall, 1990), others pursue internal development and 
acquisition simultaneously (Hall, 1987) and yet other firms appear to oscillate between periods 
of acquisition and periods of internal development (Blonigen and Taylor, 2000).  While extant 
research has not tested  whether differences in post-acquisition innovation performance may be 
attributed to the different ways that firms utilize acquisitions in their long-term growth strategies, 
empirical research revealing that acquiring firms with greater depth and breadth of knowledge, 
and implicitly stronger internal development capabilities, are more likely to increase innovation 
output through acquisition (Pradhu, Chandy, and Ellis, 2005) provides preliminary support for 
the notion that differences in the way firms utilize internal development and acquisitions in their 
long-term growth strategies impact the renewal of innovation capabilities through acquisition.   
 Acquisition integration research provides additional insights into the change in 
innovation capabilities following acquisition.  For example, research suggests that the 
disappointing results in technology acquisitions are often caused by managers’ short-sighted 
focus on the acquisition of products and market share (Chaudhuri and Tabrizi, 1999) and that 
acquirers focused on capabilities were more successful than other acquirers.  Also, research has 
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revealed that integration is a particularly trying obstacle for acquisitions in which the goal of 
acquisition is to obtain new capabilities (Puranam and Srikanth, 2007).  As discussed below, the 
integration of the acquiring and target firm has been identified as critical to both leverage and 
preserve the acquired capability.  
2.2.2.3 Transfer and Integration of Acquired Resources 
Significant advancements in process research have revealed that the process of 
integration and knowledge transfer between the acquirer and target are key factors to 
successfully leveraging newly acquired capabilities.  In Grant’s (1996) work on the knowledge-
based view, he suggests that the “critical source of competitive advantage is knowledge 
integration rather than the knowledge itself” (1996, pg 380).  Research concerning acquisition 
implementation emphasizes that firms do not create value through acquisitions by the mere 
purchase of a capability, but through the careful acquisition integration and capability transfer 
between the target and acquirer.   Consequently, research examining acquisition integration and 
capability transfer has provided valuable insights into the integration and transfer processes that 
facilitate value creation in acquisitions. 
Research has revealed that managers perceive the target’s valuable knowledge as residing 
in (1) technological specifications and product designs, (2) individuals with particular sets of 
expertise and skills, and (3) relationships between individuals and groups of individuals both 
within and outside the organization and that managers find it hard to tap into these resources 
because the social and organizational structures on which they were based were easily disrupted 
(Ranft and Lord, 2002).  Similarly, research investigating the acquisition of a small 
entrepreneurial firm by a large Danish firm found that the target’s entrepreneurial spirit was 
eventually stifled as it was integrated into the acquirer’s existing organizational structure.  
Integration led to an increased use of formal reporting and control systems and structural changes 
in project management that led R&D staff to feel isolated from customers and eventually led to a 
decline in their innovativeness (Christensen, 2006).  
Because the valuable knowledge resources possessed by the target are often socially 
complex and embedded in the social and organizational context (Brown and Duguid, 2001; Cook 
and Brown, 1999), integrating the acquired and target firms in an effort to tap into the target’s 
valuable resources may consequently destroy the exact capabilities that the acquiring firm so 
desired.  Research has revealed two important integration processes that are critical for achieving 
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potential synergies but are also at odds with one another are (1) the strategic interdependence 
needed (i.e. need for integration) and (2) the organizational autonomy needed (Haspeslagh and 
Jemison, 1991).  These two dimensions illustrate the underlying tension in acquisitions between 
the need for integration to recognize potential areas of synergy and the need for preservation of 
the target’s valuable capabilities.  Extant research has found that autonomy should be preserved 
if the capabilities depend on the preservation of the target’s existing culture (Haspeslagh and 
Jemison, 1991; ), the target’s capabilities are based on tacit and/or socially complex knowledge 
(Ranft and Lord, 2002), or the target is in an explorative phase of development (Puranam, Singh, 
and Zollo, 2006).  Collectively, this research suggests that when the target’s capabilities rely on 
socially complex internal dynamics, allowing the target greater autonomy positively contributes 
to acquisition success by helping the target avoid disruptive routines, limit undesired turnover 
and prevent damaging turmoil.  On the other hand, the research has revealed that when 
acquisitions involve targets in an exploitative stage of development, acquisitions may benefit 
from greater integration as closer relationships with the acquiring firm’s R&D, marketing, and 
production areas facilitate commercialization of existing technologies (Puranam, Singh, and 
Zollo, 2006). 
In addition to the degree of autonomy and integration, research has also found that the 
speed of integration impacts performance.  Research has found that when the target’s capabilities 
are based on tacit and/or socially complex knowledge, acquirers are more likely to pursue slow 
integration and that slow integration helps to preservation of the tacit and/or socially complex 
knowledge in the target (Ranft and Lord, 2002).  Therefore, while fast integration may allow the 
acquired firm to quickly leverage the target’s capabilities, it may at the same time cause too great 
of a disruption to the target’s existing routines and lead to employee unrest. Yet, research also 
suggests that if integration occurs too slowly the transfer to the acquirer is more likely to fail 
(Ranft and Lord, 2002; Inkpen et al., 2000).  
More recent research has found that firms do not decide between fast and slow or 
between autonomy or integration but that managers use these integration features simultaneously 
in acquisition but on various operating units.  Specifically, this research, which was conducted 
on large pharmaceutical companies, found that managers focused on the rapid integration of all 
non-R&D related areas of the target while the target’s R&D related areas retained a high degree 
of autonomy.  Integration in the non-R&D related areas allowed the acquirer to leverage their 
 25 
 
unique operating, marketing, and financial capabilities to strengthen the target, while autonomy 
in the R&D area helped to protect the target’s biotech know-how and culture.  
Research has also uncovered several management techniques that help facilitate 
successful acquisition integration and capability transfer.  Research has found that leadership’s 
ability to create the atmosphere necessary for capability transfer, provide a common vision, and 
carefully manage interactions between the organizations are instrumental to acquisition success 
(Haspeslagh and Jemison, 1991).  Also, research has uncovered five activities involved with 
creating the right atmosphere for capabilities transfer (Haspeslagh and Jemison, 1991).  First, 
firms must develop a reciprocal understanding of each firm’s organization and culture.  Second, 
people in the target and acquirer must be willing to work together after acquisition.  Third, the 
acquirer and target must have the capacity to transfer and receive the capability. Fourth, to 
prevent a premature fixation on short term results, managers must provide the discretionary 
resources to provide the units with protection and room for maneuvering.  Fifth, managers must 
have a cause and effect understanding of how the capabilities can lead to improved competitive 
advantage, and they need the flexibility to alter acquisition integration plans as more information 
becomes available.    
Extant research has further uncovered the importance of open communication to 
acquisition success.  Past research has shown that the transfer of technological capabilities is 
facilitated by face-to-face communication, and frequency of visits and meetings between the 
acquiring firm’s employees and the target firm’s employees (Bresman, Birkinshaw, and Nobel, 
1999; Castro and Neira, 2005).  Research further suggests that communication eases concerns 
brought about by misinformation, facilitates interaction between target and acquirer employees, 
and  helps to demonstrate that decision making processes are explicit and transparent (Bresman 
et al., 1999).  Reducing employee uncertainty is of particular concern for top managers to reduce 
fluctuations in work caused by departmental upheaval and turnover, and limit the disruptive 
effects to key inventors and knowledge workers (Ernst and Vitt, 2000; Paruchuri, Nerkar, and 
Hambrick, 2006; Castro and Neira, 2005).  Furthermore, research suggests that frequent and 
ongoing communication between the acquirer and target helped to protect potentially valuable 
and fragile knowledge as well as create a more favorable climate for transfer by reducing 
uncertainty and creating a shared understanding between the target and acquirer (Ranft and Lord, 
2002).   
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In sum, research concerning the acquisition of specific capabilities has provided several 
critical insights into the renewal of capabilities through acquisition.  First, this stream of research 
has revealed that firms do, in fact, utilize acquisitions to overcome obstacles to changing their 
resources and capabilities (Karim and Mitchell, 2000) and that change occurs through the 
transfer of resources between the acquirer and target (Capron, Dussauge, and Mitchell, 1998).  
Second, this stream of research has revealed the potential for renewing capabilities through 
acquisitions varies based on characteristics of the target firm, the relationship between the target 
and acquirer (Ahuja and Katila, 2001; Cloodt et al., 2006; Hagedoorn and Duyster, 2002), and 
characteristics of the acquiring firm (Pradhu et al., 2005).  Furthermore, this stream of research 
suggests that firms vary in their use of acquisitions to acquire new capabilities (Puranam and 
Srikanth, 2007).  While some firms seem to acquire firms for the actual products produced by the 
target’s capabilities, other firms are more concerned with acquiring the underlying capabilities 
possessed by the target.  Although the former type of acquisition generally presents fewer 
integration obstacles (Ranft and Lord, 2002), the net benefits realized through acquisition are 
limited.  Alternatively, the later type of acquisition provides an ongoing source of revenues but 
presents a variety of complex integration challenges (Puranam and Srikanth, 2007).   In addition, 
this stream of research has provided managers with a framework for creating an atmosphere 
necessary for capabilities renewal that directs managers’ attention towards nurturing the target’s 
capabilities and the relationship between the acquirer and target (Bresman et al., 1999; Castro 
and Neira, 2005; Ranft and Lord, 2002). 
2.2.3 Capability Renewal from Organizational Learning  
Research that examines capability renewal from a learning perspective differs from the 
research discussed above that addresses renewal through the acquisition of a specific capability.  
Research examining renewal through a newly acquired capability is grounded in the tenets of 
RBV and its concern with creating specific resources that are valuable, rare, inimitable, and 
nonsubstitutable (Barney, 1991).  Alternatively, literature examining acquisitions’ impact on 
organizational learning is grounded in the tenets of learning theories suggesting that over time 
organizations have a tendency to become rigid, narrow, and simple (Levitt and March, 1988; 
Levinthal and March, 1993; Leonard-Barton, 1992; Miller, 1993).  Acquisition research 
grounded in the learning tradition is concerned with acquisitions as an opportunity to break 
rigidities in the organization and overcome inertial tendencies.       
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 Organizational research has long recognized that over time organizations tend to become 
progressively simple and inert (March, 1991; Levitt and March, 1988).  Population ecologists 
have suggested that over time organizations become tied to their existing routines because the 
environment favors organizations that are highly stable, reliable, and accountable (Hannan and 
Freeman, 1984).  Inopportunely, the same factors that promote the selection of these 
organizations also promote inertia (Hannan and Freeman, 1994).  Organizational research has 
further revealed that through the ongoing use of organizational routines, firms refine routines and 
filter out those that are less useful or that failed to produce the desired results (Cyert and March, 
1963; Nelson and Winter, 1982; Levitt and March, 1988).  With each successive execution, 
organizational members’ beliefs about cause and effect relationships become more entrenched 
(Cyert and March, 1963).  As managers’ mental maps become more firmly established, 
managers’ perceptual filters become more discriminating, filtering out a greater quantity of 
extraneous information (Hambrick and Mason, 1984).  Furthermore, the organizational culture 
becomes more homogenous leading to a progression towards conformity and reduction in 
variety, inquiry, and experimentation (March, 1991).  Consequently, organizations become 
myopic and obtuse and are unable to adapt to changes in their environment.  Rather than alter 
their response to a change in environmental cues, organizations will tend to respond with their 
typical routines as rigidity causes managers to overlook or disregard environmental changes and 
constrain the organizations’ repertoire of potential responses (Nelson and Winter, 1982; Cyert 
and March, 1963; Kiesler and Sproull, 1982).  Thus, rigidity becomes a particular threat for 
organizational survival and performance with changes in the environment.  
 Punctuated equilibrium research has found that organizations will go through long 
periods of inertia followed by a period of shake-up, radical change, and reorganization 
(Romanelli and Tushman, 1994).  Long periods of equilibrium allow the firm to refine routines 
and enjoy efficiencies, while punctuated periods of radical change allow the firm to question 
assumptions, amend mental maps and routines, and adapt to environmental changes.  Other 
research has found that some firms are able to manage continuous change by staging ongoing, 
but less radical shocks to the organization (Brown and Eisenhardt, 1997).  Continuous change 
allows the organization to remain flexible and responsive to the environment and avoid periods 
of chaos and instability. 
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 Extant research has revealed that acquisitions are one means by which organizations 
introduce continuous change.  Acquisitions are often a difficult and painful process in which two 
dissimilar firms attempt to come together to accomplish a joint goal.  Combining dissimilar 
cultures and processes often leads to culture clash and forces firms to question their existing 
routines, culture, and structures (Haspeslagh and Jemison, 1991).  Tension and inquiry into past 
assumptions leads organizations to unfreeze mental maps and amend their processes and 
structures (Haspeslagh and Jemison, 1991; Vermeulen, 2005).  Even when integration proceeds 
smoothly, acquisitions provide firms with an opportunity to inject new knowledge into their 
existing programs and prompt the development of new knowledge.  Case studies of acquisitions 
have found that as the acquiring firms introduce new practices to the target and vice versa, the 
acquirers begin questioning the efficacy of their practices and past assumptions (Vermeulen, 
2005; Haspeslagh and Jemison, 1991).  Thus, acquisitions provide the acquirer with a unique 
opportunity to learn as the firms move beyond their regular context.   
 Research has also revealed that acquisitions positively impact long-term survival and 
growth.   Specifically, research has shown that firms that have recently acquired have a higher 
probability that subsequent greenfields and acquisitions would survive (Vermeulen and 
Barkema, 2001).  These findings suggest that as acquiring firms are exposed to a large variety of 
ideas and events, they develop richer knowledge structures helping the firms manage subsequent 
growth.  Using survival as a proxy for organizational performance is particularly noteworthy 
because while much of the acquisitions research uses financial ratios or stock price reaction to 
indicate performance, the positive impact of acquisitions on survival suggests that an acquisition 
should not be judged on its individual performance because equal, if not greater, importance is 
the acquisition’s impact on managing the corporation for long-term growth and success.  
Therefore, managers’ performance objectives for the acquisition may not necessarily concern the 
immediate or even long-term performance of the acquisition per se but may instead concern the 
injection of new knowledge and the increased flexibility that it provides.   
 Research has further revealed that firms will oscillate between periods in which they 
pursue acquisitions and periods in which they pursue greenfields.  Specifically, research by 
Vermeulen and Barkema (2001) revealed that the likelihood of acquisition is positively related to 
the number of a firm’s preceding greenfields and that the likelihood of a greenfield is positively 
related to the number of a firm’s preceding acquisitions.  These findings support March’s (1991) 
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arguments about organizational forces for exploitation and exploration.  While successful 
exploration through acquisition can provide considerable benefits for strategic renewal, 
exploration is also associated with a significant investment and a greater amount of risk as firms 
are unsure where exploration will lead them.  Thus, it is important that when firms renew their 
knowledgebase and routines through exploration, they subsequently fully exploit the value of 
that knowledge (Vermeulen and Barkema, 2001).  Research by Vermeulen and Barkema (2001) 
suggests that following periods of acquisitions, firms will exploit their renewed knowledge base 
by setting up subsidiaries from scratch (i.e. greenfields).  Additionally, as firms repeatedly 
exploit their knowledge through successive greenfield entries, they implement habitual ways of 
organizing and managing and concentrate on aspects of their routines that have been most 
successful in other situations.  Through repetition, firms become more myopic and narrow.  This 
research further illustrates that after successive greenfields firms will seek acquisition to inject 
new knowledge, practices, and skills into the firm (Vermeulen and Barkema, 2001).  
 While the research above illustrates the positive effects of acquisition for organizational 
learning, other research has revealed some negative implications of acquisition.  Research has 
revealed that as firms increase their debt position and devote greater managerial attention to 
acquisition, they increasingly neglect reinvesting in their existing capabilities (Lei and Hitt, 
1995).  Furthermore, as the organization becomes larger and more complex, it moves away from 
strategic controls and towards financial controls emphasizing a short-term perspective 
(Hoskisson and Hitt, 1988).  Thus, managers increasingly adopt a short-term perspective, 
become more risk averse, and avoid projects with greater uncertainty and longer time horizons.  
Additionally, as firms pursue an acquisition strategy, the top management team (TMT) becomes 
more heterogeneous and is less likely to achieve a consensus regarding which core competencies 
to cultivate (Lei and Hitt, 1995).   
These organizational changes following acquisition are likely to have several effects on 
organizational learning.  First, the decrease in managers’ risk propensity and the increased 
propensity for managers to adopt a short-term orientation decreases the likelihood for managers 
to actively invest in learning (Hitt et al., 1990).  Both the payoff and the time frame for learning 
are largely uncertain (March, 1991) and so internal learning is associated with a significant 
amount of risk.  Second, the diversity of TMT goals following acquisition and the lack of 
consensus concerning which core competencies to develop further decreases the likelihood that 
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managers will actively invest in learning as they defer reinvesting in core competencies or 
investing in the development of new competencies (Lei and Hitt, 1995).  Thus, while some 
research has found that acquisitions provide an opportunity to inject learning into the 
organization (Vermeulen and Barkema, 2001), other research suggests that acquisitions may 
block learning by changing the nature of the organization and managers’ commitment to 
purposeful learning (Lei and Hitt, 1995).   
Additionally, research suggests that the reduced commitment to organizational learning 
following acquisition increases managers’ propensity to pursue future acquisitions (Lei and Hitt, 
1995). As acquisitive firms fail to reinvest in their capabilities, the firms become more inclined 
to grow through acquisitions to quickly gain market share and new products (Haspeslagh and 
Jemison, 1991).  This research suggests that subsequent acquisitions may lead to a further 
decline in the firm’s commitment to internal learning, and as a result, lock the firm into a 
trajectory of continued acquisitions at the expense of internally driven growth.   
Research also suggests that directed learning may be neglected as acquisitive firms begin 
to focus on managing SBUs and product positions rather than managing and improving core 
competencies (Laurie, Doz and Sheer, 2006; Vermeulen, 2005). For example, research suggests 
that in acquisitions, managers tend to focus intently on industry position and market expansion 
rather than identifying new relationships and linkages between business units for resource 
sharing and exchange (i.e. learning) (Porter, 1987).  When managers select acquisition targets 
with a perspective on product and market positions as opposed to a focus on complementary 
capabilities or opportunities for learning, the potential for capabilities to span multiple lines of 
business become more and more diluted and harder to achieve.  As acquisitive firms lose sight of 
the development of capabilities spanning multiple lines of businesses, they may become more 
and more inclined to pursue future acquisitions to gain new products and market share as the 
only avenue of growth available to them. 
In summary, this stream of research has made several significant contributions to 
understanding the impact of acquisitions on capabilities renewal.  First, research suggests that the 
opportunity for acquisitions to contribute to learning provides one potential avenue for 
organizations to renew their capabilities (Vermeulen and Barkema, 2001).  Furthermore, 
acquisitions as a form of exploratory learning provide the firm with an opportunity to add 
substantially different capabilities to a company’s repertoire.  However, research also suggests 
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that the organizational changes commonly accompanying acquisitions may actually block 
learning and subsequently may negatively impact a firm’s capabilities (Lei and Hitt, 1995).  
Furthermore, as acquisitions block internal learning, firms pursuing acquisitions are likely to 
become locked into a trajectory in which the firm neglects the development of its capabilities 
(Haspeslagh and Jemison, 1991).  As the acquiring firm’s capabilities gradually weaken and the 
firm can no longer rely on leveraging its capabilities in new areas for growth, the firm is forced 
into another acquisition for growth.  Thus, while acquisitions may provide a useful avenue for 
exploratory learning and capability renewal, it may also be used as a substitute for learning and 
have a negative impact on capabilities.  Interestingly, to date, it remains unclear why some firms 
fall into a trajectory of pursuing acquisitions at the expense of internal development, while other 
firms are able to strike a balance between internal development and acquisition. 
2.2.4 Renewal of Acquisition Capabilities 
 The third major stream of research on capabilities renewal through acquisitions addresses 
how acquisition capabilities are renewed through the process of acquisition.  This research does 
not address the issue of whether acquisitions provide a competitive advantage, but instead 
accepts acquisition as an organizational reality and focuses on understanding acquisition 
performance.  Research in this area is concerned with whether firms learn how to acquire from 
their past acquisition experience.  Consequently, researchers in this area examine how 
cumulative or past acquisition experience influences current acquisition performance.  
Additionally, and in general, research along these lines does not examine the change in 
acquisition capabilities per se, but rather, concludes that a firm has improved their acquisition 
capabilities through past acquisition experience when cumulative acquisition experience is 
positively related to acquisition performance (e.g. Zollo and Singh, 2004; Fowler and Schmidt, 
1989; Bruton, Oviatt and White, 1994; Hayward, 2002).    
This research is grounded in theories of experiential learning (Levitt and March, 1988) 
and behavioral learning (Cyert and March, 1963).  Experiential learning studies have 
documented learning curve effects by demonstrating that in some settings firms have a tendency 
to improve their abilities to perform certain actions through repetition (Epple, Argote, and 
Devadas, 1991; Argote, Beckman, and Epple, 1990; Dutton, Thomas, and Butler, 1984; Yelle, 
1979).  Behavioral learning theories incorporate the effects of performance feedbacks and 
adaptive behaviors in learning models (Cyert and March, 1963).  The behavioral approach also 
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takes into account the human element in interpreting feedback, drawing comparisons, and 
selecting new behaviors. 
Research in this area is mixed concerning the impact of a firm’s cumulative acquisition 
experience and the performance of a focal acquisition.  While some research has found a positive 
relationship between experience and acquisition performance (Fowler and Schmidt, 1989, 
Bruton, Oviatt, and White, 1994), other research has found an insignificant relationship between 
experience and acquisition performance (Zollo and Singh, 2004). Furthermore, other research 
has found a U-shaped relationship between experience and acquisition performance (suggesting 
that those firms with the most acquisition experience and those firms with the least acquisition 
experience conduct acquisitions that outperform those firms with a moderate level of experience 
(Haleblian and Finkelstein, 1999) 
The mixed findings of these results may be attributed to the different methods utilized.  
For example, Bruton, Oviatt, and White (1994) examined a sample of acquisitions involving 
financially distressed targets and non-financially distressed firms and found that acquisition 
experience was positively associated with performance only in the sample of acquisitions 
involving financially distressed firms.  The other studies did not distinguish whether the target 
was financially distressed.  Additionally, the studies cited above varied in terms of their 
measurement of acquisition experience.  While Fowler and Schmidt (1989) and Bruton et al. 
(1994) limited their measure of experience to the four years prior to the focal acquisition, Zollo 
and Singh (2004) and Haleblian and Finkelstein (1999) measured experience over a entire 
lifespan of the acquiring firm; 31 to 44 years prior to the focal acquisition.  Thus, the 
discrepancies between results may be because more recent acquisition experience is more likely 
to impact performance of a focal acquisition than more distant experiences because managers are 
more likely to recollect the lessons learned from more recent outcomes.  Furthermore, the lessons 
of more recent acquisitions may be more likely to assist managers in managing more temporally 
proximal acquisitions because of the likely similarities in organizational and environmental 
contexts.  The mixed results may also be attributed to differences in the performance measure as 
the studies vary in their use of accounting (e.g. Zollo and Singh, 2004) versus stock measures 
(e.g. Haleblian and Finkelstein, 1999; Fowler and Schmidt, 1989) and measures taken several 
years following the focal acquisition (e.g. Bruton et al., 1994; Zollo and Singh, 2004) and 
immediately following the acquisition announcement (e.g. Haleblian and Finkelstein, 1999).  
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Further research has provided significant insights into the type of previous acquisition 
experience that is most likely to positively contribute to future acquisition performance.  First, 
research suggests that moderate diversity in past acquisitions is positively associated with future 
acquisition performance.  Specifically, research suggests an inverted U-shaped relationship 
between the similarity of past acquisitions and the performance of a focal acquisition (Hayward, 
2002).  When firms consistently pursue acquisitions that are similar in nature, the firm develops 
very specific and standardized routines for acquisition, yet extreme diversity can inhibit learning 
by making it difficult to draw meaningful comparisons.  Thus, research suggests that moderate 
diversity across acquisitions provides richer insights into cause and effect relationships. 
Additionally, research has found that firms learn best from acquisitions that occurred in 
the near past.  Specifically, this research found an inverted U-shaped relationship between the 
time elapsed between past acquisitions and the focal acquisition and the focal acquisition 
performance (Hayward, 2002).  Consequently, when too much time has passed, firms have a 
hard time recalling lessons learned from the past acquisition, but when too little time between 
acquisitions, firms have not had adequate time to reflect on the experience and make appropriate 
inferences. 
Acquisition experience is also more beneficial to the performance of future acquisitions 
when the firm experienced small losses from the acquisition (Hayward, 2002) and/or codified 
information from its past acquisition experience (Zollo and Singh, 2002).  These findings suggest 
that firms are more likely to improve their acquisition capabilities when their learning efforts are 
intensified either by increased motivation due to small losses or by codifying and reflecting upon 
past experiences.       
Research has also revealed the negative effects of past acquisition experience on future 
acquisition performance.  In particular, when the focal acquisition was dissimilar to past 
acquisitions the focal acquisition had significantly lower performance indicating that lessons 
from past acquisitions were inappropriately applied to the focal acquisition (Haleblian and 
Finkelstein, 1999). Also, research has found that second acquisitions performed lower than first 
acquisitions (Finkelstein and Haleblian, 2002) suggesting that lessons from the past acquisition 
were inappropriately applied to a new and different situation.   
Lastly, research in this stream has revealed that the number of past acquisitions is 
positively related to the likelihood of future acquisitions (Haleblian, Kim, and Rajagopalan, 
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2006).  This research suggests that firms develop routines and processes for acquisitions that 
positively impact the likelihood for future acquisition.  Research in this stream further revealed 
that that when the most recent acquisition performed well, there was a high likelihood of future 
acquisitions (Haleblian, Kim, and Rajagopalan, 2006). Therefore, it appears that learning 
regarding acquisition routines impacts the firm’s future expansion decisions. 
Overall, this research has found that cumulative acquisition experience may positively 
impact the likelihood of future acquisition as a firm develops acquisition routines, but that to 
positively impact future acquisition performance, the lessons from past acquisition experience 
must be carefully and thoughtfully applied to future acquisitions. 
2.3 SUMMARY 
2.3.1 Contributions of Existing Research 
Existing research offers several key insights into the nature of capabilities renewal 
through acquisition.  Research that focuses on acquisition as a means to change and reconfigure 
actual resources has revealed that firms may not only use acquisitions to renew their existing 
resources but also to acquire substantially different resources when they want to move into new 
business areas that require substantially different capabilities than those already possessed (e.g. 
Karim and Mitchell, 2000; Krishnan et al., 2004).  This insight is particularly beneficial to 
scholars because it connects a product position approach to the capabilities approach.  Research 
has generally looked at acquisition either in terms of the product positions it creates (e.g. 
Galbraith and Stiles, 1984; Chatterjee, 1991) or in terms of the capabilities it provides (e.g. 
Puranam et al. 2006; Schwiezer, 2005; Uhlenbruck et al., 2006).  This research combines these 
perspectives providing a more holistic view of acquisitions.   
In addition, change and reconfiguration research has gone beyond previous work that 
assumes resource redeployment by actually measuring the resources redeployed and direction of 
redeployment (e.g. Capron, Dussauge, and Mitchell, 1998).  This insight is beneficial because it 
allows scholars to understand the actual processes involved in creating resource synergies and 
tests the validity of the various theories used in acquisitions research.   Furthermore, by revealing 
the importance of asymmetries and resource complementarities, this research expands on the 
theoretical notion of synergy by actually identifying where the resource synergies emerge in 
acquisition.  
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Research on the renewal of innovation capabilities has led to further advancements in the 
capabilities renewal literature by highlighting the role of the acquirer and target’s existing 
capabilities in the renewal of capabilities (Pradhu et al., 2005; Ahuja and Katila, 2001; Cloodt et 
al., 2006).  This research is beneficial because it allows researchers to predict when acquisitions 
will lead to improvements in innovation output by examining the ex ante capabilities of both the 
acquirer and the target (e.g. Ahuja and Katila, 2001; Cloodt, Hagedoorn, and van Kranenburg, 
2006).  Likewise, the integration research advances our understanding of capabilities renewal by 
focusing attention on the ex post integration challenges in predicting the renewal of capabilities 
(e.g. Ranft and Lord, 2002; Christensen, 2006; Hitt, Harrison, Ireland, and Best, 1998).  This 
research has provided valuable prescriptive insights into managing the balance between 
preserving the target’s unique capabilities and integrating the target’s capabilities under various 
contingencies. 
Research on learning in acquisitions has further contributed to the capabilities renewal 
literature by moving it beyond a focus on the actual capabilities acquired and focusing on the 
opportunity for virtually any acquisition to help a firm break rigidities and develop new 
capabilities (e.g. Haspeslagh and Jemison, 1991; Vermeulen and Barkema, 2001).  This is 
especially valuable to managers who might disregard the opportunity to learn from particular 
acquisitions, particularly when they view a target as having inferior resources or have no motive 
for capabilities exchange.  Furthermore, research in the organizational learning tradition has 
provided evidence that firms have a tendency to oscillate between periods of acquisitions and 
periods of internal development and have theoretically linked this pattern to the organizational 
learning that occurs through acquisition (Vermeulen and Barkema, 2001). Research that 
explicitly examines the impact of acquisition on organizational learning has also provided 
managers with useful insights into how acquisitions may change the nature of the firm to block 
learning and has identified specific organizational structures that may impede learning (e.g. Lei 
and Hitt, 1995; Puranam, Singh, and Zollo, 2006; Hitt, Hoskisson, and Ireland, 1990).  Likewise, 
current research in this area outlines the specific changes that occur in organizations following 
acquisition that drives out internal development and shapes the acquiring firm’s future growth 
strategies (Lei and Hitt, 1995; Hitt et al., 1996). 
Finally, research on the renewal of acquisition capabilities has contributed to our 
understanding of how acquisitions impact learning by incorporating organization learning theory 
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(Levitt and March, 1988) to elucidate how acquisition experience impacts acquisition 
performance. This research has revealed that acquisition experience, examined as a pure count of 
prior acquisitions and in isolation from other contextual factors, may not completely explain 
organizational learning from subsequent acquisitions (e.g. Hayward, 2002; Zollo and Singh, 
2002).  In addition, this research reveals that to understand how acquisition experience impacts 
learning from subsequent acquisitions, researchers need to obtain a finer grained account of that 
experience to determine how contextual factors might impact how that acquisition experience 
may be applied to subsequent acquisitions. Furthermore, this research has illustrated to scholars 
and managers how acquisitions may not only lead to positive learning but may also lead to 
negative learning in situations where managers inappropriately apply the lessons learned in 
appreciably different contexts (Haleblian and Finkelstein, 1999; Finklestein and Haleblian, 
2002).  
2.3.2 Unresolved Research Issues 
 While past research has yielded significant contributions to strategic management and 
more specifically the Dynamic Capabilities literature, by revealing how acquisitions may 
contribute to the renewal of firm capabilities, several significant questions remain unanswered.  
First, research has not clearly identified how cumulative acquisition experience impacts a firm’s 
ability to renew its capabilities in subsequent acquisitions.  Uncovering how cumulative 
acquisition experience impacts a firm’s ability to renew its capabilities through subsequent 
acquisitions is critical for understanding the role of acquisitions in a firm’s ability to adapt its 
capabilities to evolving market conditions.  The research that indirectly provides insights into 
this question provides mixed evidence as to the relationship between cumulative acquisition 
experience and a firm’s ability to renew its capabilities through subsequent acquisition.  
Research that has found a positive relationship between cumulative acquisition experience and 
subsequent acquisition performance (e.g. Zollo and Singh, 2004; Fowler and Schmidt, 1989; 
Bruton, Oviatt and White, 1994; Hayward, 2002) and organizational survival (Vermeulen and 
Barkema, 2001), suggests that cumulative acquisition experience may be positively related to a 
firm’s ability to renew its resources through subsequent acquisitions.  However, other research 
suggests that cumulative acquisition experience may be unrelated to a firm’s ability to renew its 
resources through subsequent acquisitions because highly acquisitive firms have adopted a long-
term strategy to acquire products for growth rather than develop or rely on internal capabilities 
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for growth (Porter, 1987; Laurie, Doz and Sheer, 2006; Vermeulen, 2005).  Therefore, the 
target’s capabilities are a relatively inconsequential aspect of the acquisition (Hitt et al., 1996; 
Blonigen and Taylor, 2000; Francis and Smith, 2005).    Also, research revealing the impact past 
acquisitions have on learning by driving out internal learning and reducing managers’ 
commitment to reinvest in internal capabilities (Lei and Hitt, 1994) further suggests that 
cumulative acquisition experience may be inversely related to the renewal of capabilities from 
subsequent acquisitions.   
 A second important unresolved issue that has yet to be adequately addressed in current 
research is why some firms are able to renew their capabilities through a particular acquisition, 
while other firms that make similar acquisitions fail to renew their capabilities or even 
experience a decline in their capabilities following a particular acquisition.  Understanding this 
question is critical to help managers better predict when an acquisition could potentially 
contribute to the renewal of firm capabilities and manage acquisitions to renew firm resources.  
Not only is this issue unresolved by current research, but current research also provides mixed 
messages to managers about the role of acquisitions in renewing firm resources.  While some 
research suggests that acquisitions help firms break rigidities and incorporate new knowledge to 
renew capabilities (Vermeulen and Barkema, 2001), other research has revealed a much bleaker 
outlook for the potential for acquisitions to contribute to the renewal of firm capabilities due to 
potentially harmful organizational changes that follow acquisitions (Lei and Hitt, 1995; Hitt et 
al., 1996).  To date, little is understood about why some firms overcome the potentially harmful 
structural changes in the organization following acquisition so that they may benefit from the 
learning opportunities acquisitions provide, while other firms are more vulnerable to these 
potentially damaging changes. 
  Third, current research has not adequately explained how acquisitions impact a firm’s 
future strategy for growth.  First, research is mixed concerning the impact of acquisitions on 
future internal development.  While some research suggests that acquisitions are negatively 
related to internal development (Lei and Hitt, 1995; Hitt et al., 1996), other research suggests 
that acquisitions support a firm’s ability to grow through internal means (Vermeulen and 
Barkema, 2001; Prabhu et al., 2005; Hagedoorn and Duyster, 2002).  Current research is also 
unresolved concerning how current acquisitions are related to subsequent acquisitions.  While 
some research suggests past acquisitions make it increasingly likely that a firm will pursue future 
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acquisitions because of a weakness in internal development capabilities (Lei and Hitt, 1995; Hitt 
et al., 1996), other research suggests that past acquisitions make it increasingly likely that a firm 
will pursue future acquisitions because the firm has strengthened their acquisition capabilities 
(Haleblian, Kim, and Rajagopalan, 2006). Understanding how acquisitions influence a firm’s 
future strategy for growth is important for theory concerning why firms pursue different paths for 
growth.   Also, to the extent that a firm’s cumulative acquisition experience is tied to the 
performance of future acquisitions, it is important to understand what contributes to 
accumulation of acquisition experience. 
Finally, research has not adequately explained the relationship between acquisition and 
performance.  While current research suggests that on average acquisitions have a neutral or 
negative relationship with both stock and long-term accounting performance measures (King et 
al., 2004), firms continue to acquirer in stringing numbers.  While current research has made 
significant strides in understanding various issues surrounding acquisitions that impact 
performance, even after accounting for these issues significant variance remains (King et al., 
2004).  
2.3.3 Research Questions 
In summary, the Dynamic Capabilities perspective (Teece et al., 1997; Eisenhardt and 
Martin, 2000; Helfat et al., 2007) proposes that a firm’s ability to quickly and effectively 
manipulate its resources and capabilities to adapt to or create changes in the market contributes 
to firm competitive advantage, growth, and survival.  Past research further illustrates that the 
manipulation of resources likely involves different processes and skills than the manipulation of 
capabilities.  While the improvement of resources involves things such as managerial foresight 
and superior predictions concerning the future value of resources, the successful improvement of 
capabilities involves managerial processes to alter patterns of behavior within the organization 
(Makadok, 2001; Sirmon et al., 2007).  Research has further revealed that altering capabilities is 
particularly difficult due to the inertial qualities and path dependence of capabilities (Hannan and 
Freeman, 1984; Levitt and March, 1988; Leonard-Barton, 1992, Nelson and Winter, 1982; Helfat 
and Peteraf, 2003).  Consequently, this dissertation addresses the issue of capabilities renewal.  
 While firms have several options at their disposal to renew their capabilities, three 
principal mechanisms identified in the literature are internal development, alliances, and 
acquisition (Helfat et al., 2007).  This dissertation focuses on the role of acquisitions in renewing 
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a firm’s capabilities.  Acquisitions have been identified in the literature as one important 
mechanism with which firms alter their capabilities (Karim and Mitchell, 2000; Haspeslagh and 
Jemison, 1991).  Acquisitions allow firms to quickly access capabilities that are already 
established and have a proven track record.  Furthermore, researchers have suggested that 
acquisitions are a particularly attractive mechanism to renew capabilities because they are faster 
and less risky than other alternatives (Capron et al., 1998; Karim and Mitchell, 2000).  
Consequently, the overarching goal of this dissertation is to understand the impact that 
acquisition has on the renewal of capabilities.   
Prior research in this area has made significant contributions to our understanding of how 
acquisitions impact firm capabilities.  A comprehensive review of this literature suggests that not 
only do firms utilize acquisitions to reconfigure and recombine capabilities (Carpon et al., 1998; 
Karim and Mitchell, 2000) but that reconfiguration and recombination allows firms to deepen 
existing capabilities and acquire substantially different capabilities (Karim and Mitchell, 2000; 
Krishnan et al., 2004).  Furthermore, research has revealed that the ability to renew resources 
depends on the acquirer and target’s existing capabilities (Ahuja and Katila, 2001; Cloodt et al., 
2006).  Learning literature has further revealed that firms may utilize acquisitions as a 
mechanism for exploratory learning to incorporate vastly different knowledge into the 
organization that firms later exploit through internal development efforts (Vermeulen and 
Barkema, 2001).  However, while acquisitions may provide the firm with an invaluable 
opportunity to renew their capabilities, literature has further revealed that acquisitions may have 
detrimental effects on capabilities (Lei and Hitt, 1995; Puranam et al., 2006; Hitt et al., 1990) 
and accordingly has documented the disappointing result of the majority of acquisitions (King et 
al., 2004).   
Despite the significant advancements in this research there are several unanswered 
questions regarding the role of acquisition in the renewal in capabilities. First, the existing body 
of research has not adequately addressed how cumulative acquisition experience impacts the 
renewal of capabilities in subsequent acquisitions.  While some research has found evidence of a 
positive relationship between cumulative acquisition experience on the renewal of firm 
capabilities (Fowler and Schmidt, 1989; Bruton et al., 1994; Haleblian and Finkelstein, 1999), 
other research has illustrated the potential for cumulative acquisition experience to negatively 
impact a firm’s ability to renew its capabilities through subsequent acquisitions (Hitt et al., 1996; 
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Blonigen and Taylor, 2000; Francis and Smith, 2005).  Understanding how cumulative 
acquisition experience impacts a firm’s ability to renew its capabilities in subsequent acquisitions 
is important in both the advancement of theory and advancement of practice.  Consequently, the 
first research question guiding this research is as follows. 
 
Research Question 1:  How does cumulative acquisition experience impact the renewal in 
capabilities from a focal acquisition? 
 
 Second, the current body of research in this area has failed to explain why some firms 
that engage in an acquisition renew their capabilities as a result of the acquisition, while other 
firms that make strategically and operationally similar acquisitions fail to renew their capabilities 
through the acquisition or even experience a decline in their capabilities.  Researchers have 
suggested that acquisitions provide the opportunity break rigidities and incorporate new 
knowledge (Vermeulen and Barkema, 2001; Karim and Mitchell, 2000).  Alternatively, 
researchers have suggested that the organizational changes that occur following acquisition have 
a negative impact on organizational learning (Lei and Hitt, 1995).  To date, research has failed to 
reconcile these two perspectives to explain why some firms overcome the potentially harmful 
structural changes in the organization following acquisition to benefit from the learning 
opportunities of acquisitions while other firms fall victim to these harmful changes.  Reconciling 
these perspectives is necessary to not only help practitioners understand the potential 
implications of an acquisition on the acquiring firm’s capabilities, but also advances 
management theories concerning organizational learning.  Therefore, the second research 
question addressed in this dissertation is as follows. 
 
Research Question 2: Why do some firms experience a renewal in capabilities from a particular 
acquisition, while other firms making similar acquisitions either fail to renew their capabilities or 
experience a decline in capabilities following the acquisition? 
 
 A third important and unresolved issue the current literature involves how acquisition 
impacts a firm’s future strategies for growth.  While some researchers contend that acquisition 
improves a firm’s ability to grow through organic means (Vermeulen and Barkema, 2001; 
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Prabhu et al., 2005; Hagedoorn and Duyster, 2002), other researchers contend that acquisitions 
hinder a firm’s ability to grow through organic means and as a result, firms begin to substitute 
acquisitions for internally generated growth (Lei and Hitt, 1995; Hitt et al., 1996; Hitt et al., 
1990).  While not explicitly addressed, the discrepancies between these two distinctions appear 
to be due to different assumptions about how acquisitions impact organizational capabilities.  
While the former perspective appears to adopt the position that acquisitions contribute to 
organizational capabilities, the latter perspective appears to adopt the position that acquisitions 
detract from organizational capabilities.  Understanding how acquisitions impact future growth 
strategies is important to management theory to explain heterogeneity among firms’ strategy 
trajectories.  Consequently, the third research question addressed in this research is as follows. 
 
Research Question 3: How does acquisition impact the future growth strategy adopted by firms? 
  
Lastly, research to date remains mixed about the potential for acquisitions to contribute to 
firm performance.  In a meta-analysis by King et al. (2004), results revealed that the most 
commonly studied variables studied to explain post-acquisition performance had little impact on 
post-acquisition performance.  In addition, while the Dynamic Capabilities perspective supports 
the notion that acquisitions contribute to firm performance by allowing a firm to adapt its 
capabilities to improve a firm’s fit with the environment (Helfat et al., 2007), research to date has 
not explicitly examined how a change a firm’s capabilities through acquisition impacts post-
acquisition firm performance.  Thus, the fourth research question addressed in this dissertation is 
as follows.  
 
Research Question 4: How does the change in capabilities from acquisition impact post-
acquisition performance? 
 
To address these research questions, I set forth the argument that prior acquisition and 
internal development activity impacts whether a firm experiences a renewal in capabilities 
through acquisition by shaping a firm’s absorptive capacity.  Furthermore, the model adopted in 
this research incorporates the Absorptive Capacity literature (Cohen and Levinthal, 1990) by 
proposing that a firm’s past internal development and acquisition experience impacts the 
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development of a firm’s absorptive capacity which, in turn, impacts the renewal of capabilities 
from acquisition.  Change in capabilities from an acquisition is examined both in terms of the 
change in the scope of capabilities and the change in effectiveness of existing capabilities.  These 
changes in capabilities are then linked to the future strategies that firms adopt for growth and to 
post-acquisition performance.   
 In the next chapter, I introduce the absorptive capacity literature and propose its value in 
providing insights into the research questions.  Furthermore, the next chapter presents the 
conceptual model advanced in this research and offers specific hypotheses pertaining to the 
research questions outlined above. 
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CHAPTER 3  THEORY DEVELOPMENT, CONCEPTUAL MODEL, AND 
HYPOTHESES 
 
This research develops and tests a conceptual model that acknowledges the influence of a 
firm’s past acquisition experience and absorptive capacity on whether a firm experiences a 
renewal in capabilities from acquisitions.  The framework leverages existing research related to 
absorptive capacity (Cohen and Levinthal, 1990; Zahra and George, 2002) and organizational 
learning (March, 1991) to generate testable hypotheses that address the unresolved research 
issues discussed in the previous chapter.  This chapter is organized into three major sections.  
Section 3.1 offers an overview of the role of absorptive capacity in the renewal of capabilities.  
The second major section (3.2) presents the conceptual model advanced in this dissertation.  The 
third section (3.3) offers hypotheses incorporating the role of absorptive capacity and prior 
experience on capabilities renewal from acquisition, subsequent growth strategies, and post-
acquisition performance. 
3.1 ABSORPTIVE CAPACITY AND CAPABILITIES RENEWAL 
A review of past literature points to absorptive capacity as a critical factor in a firm’s 
ability to adapt to environmental changes (Cohen and Levinthal, 1990; Zahra and George, 2002; 
Lane and Lubatkin, 1998).   In Cohen and Levinthal’s (1990) seminal piece on absorptive 
capacity, they define absorptive capacity as “the ability to recognize the value of new 
information, assimilate it, and apply it to commercial ends” (pg. 128).  Absorptive capacity is 
argued to be fundamental to the organization’s ability to integrate and utilize external 
knowledge.  By incorporating new knowledge into its existing knowledgebase, firms are able to 
revitalize their products, strategies, operations, and management techniques.  Lane, Koka, and 
Pathak (2006) suggest that “developing and maintaining absorptive capacity is critical to a firm’s 
long-term survival and success because absorptive capacity can reinforce, complement, or 
refocus the firm’s knowledge base” (pg. 833).  Furthermore, absorptive capacity has been 
dubbed a dynamic capability by some, suggesting that absorptive capacity consists of processes 
that enable organizational change and evolution by allowing the firm to reconfigure its resource 
base and adapt to environmental changes (Zahra and George, 2002).   Additionally, absorptive 
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capacity may help a firm adapt to environmental changes by allowing it to more accurately 
forecast future trends and take advantage of emerging opportunities (Cohen and Levinthal, 
1994). 
The absorptive capacity construct was proposed by Cohen and Levinthal (1989) to 
explain a firm’s ability to innovate.  They suggest that a firm’s cost to acquire external 
knowledge will be small if the firm has already invested in the development of the ability to 
“identify, assimilate, and exploit knowledge from the environment—what we call a firm’s 
‘learning’ or ‘absorptive capacity’” (1989: 569).  Cohen and Levinthal revisit the absorptive 
capacity concept in 1990, adopting a cognitive lens to explain why some firms are able to absorb 
external knowledge more easily than other firms.  They propose that firms, like individuals, will 
find it easier to absorb new knowledge when that knowledge is related to what the firm already 
knows.  Furthermore, they propose that a diverse background will provide a stronger foundation 
for learning by increasing the likelihood that what is learned in the future is related to what is 
already known.  An essential part of Cohen and Levinthal’s (1990) argument is that absorptive 
capacity is a product of prior knowledge creation and problem solving and that a lack of 
investment in an area of expertise early on may shut out the future development of a technical 
capability in that area.  Thus, absorptive capacity is the result of past experiences. 
Cohen and Levinthal (1990) further propose that absorptive capacity is dependent on the 
individual absorptive capacities of the firm’s members and the ability of these members to share 
knowledge and communicate across and within subunits.  They argue that absorptive capacity 
will be stronger when organizational members know where useful complementary expertise 
resides within the organization.  Furthermore, interfacing some complementary functions (i.e. 
corporate and divisional R&D labs; R&D and manufacturing) may promote the development of 
cross-functional absorptive capacity.   Thus, important aspects of absorptive capacity are the 
processes that allow the firm to share knowledge internally. 
Another important element of absorptive capacity, according to Cohen and Levinthal 
(1990), is the use of gatekeepers to interface with the external environment.  These gatekeepers 
recognize valuable knowledge that resides in the external environment and introduce that 
knowledge into the organization.  By limiting the number of gatekeepers, firms can minimize 
overloads in information processing demands while assuring that the external knowledge 
acquired is consistent with the overall direction of the organization.  While both inward and 
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outward looking absorptive capacity processes are important to a firm’s overall absorptive 
capacity, Cohen and Levinthal caution that “excessive dominance of one over the other will be 
dysfunctional” (1990: 133).  
In both their 1989 and 1990 papers, Cohen and Levinthal explicitly present absorptive 
capacity as a learning process, and highlight the processes and capabilities and processes 
associated with it, they operationalized the construct using R&D expense, a static measure, as a 
proxy.  Paradoxically, their theory suggests R&D expense is an antecedent of absorptive capacity 
(Lane et al., 2006).  Consequently, future research sought to build upon on Cohen and 
Levinthal’s work (1989; 1990) by more directly examining the processes that underlie a firm’s 
absorptive capacity.  For example, Lane and Lubatkin (1998) proposed that organizational 
structures and compensation practices in the recipient and teacher firms impact the process of 
knowledge acquisition and utilization.  Dyer and Singh (1998) further extend the idea of 
absorptive capacity as consisting of processes by proposing that over time interfirm routines for 
sharing knowledge develop that, in turn, increase relational rents and the subsequent likelihood 
of knowledge transfer.  This work was later extended by Lane, Salk, and Lyles (2001) who not 
only considered relational resources as a component of absorptive capacity but also the training 
programs, formalization of goals, and flexibility as components of absorptive capacity in 
international joint ventures. 
In later work, Zahra and George (2002) distinguish between various processes of 
absorptive capacity.  They propose that absorptive capacity consists of knowledge acquisition 
and assimilation capabilities, or what they call “potential absorptive capacity,” and knowledge 
transformation and exploitation capabilities, which they referred to as “realized absorptive 
capacity.”  Acquisition and assimilation processes involve recognizing external knowledge, 
bringing that knowledge into the organization, and disseminating the new knowledge to the area 
of the firm that could most benefit from it.  Zahra and George (2002) propose that while these 
aspects of absorptive capacity have received far less attention than transformation and 
exploitation processes of absorptive capacity, they provide the firm with greater strategic 
flexibility.  Transformation and exploitation processes allow the firm to reconfigure their 
existing knowledge resources and commercially exploit the new knowledge.  Zahra and George 
(2002) go on to suggest that both realized and potential absorptive capacity are complementary 
and build upon one another to create a dynamic capability.   
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Research has also extended Cohen and Levinthal’s (1990) initial conceptualization of 
absorptive capacity by applying the construct to non-R&D settings.  While absorptive capacity 
research focusing on R&D intensive industries remains pervasive, researchers have proposed that 
the learning and sociocognitive arguments presented by Cohen and Levinthal (1990) are equally 
valuable to explain the incorporation, transformation, and exploitation of other types of business 
related knowledge.  Accordingly, researchers have used absorptive capacity to understand the 
ability to obtain and utilize external knowledge in non-R&D contexts.  For example, Szulanski 
(1996) evaluated the role of absorptive capacity in the interorganizational transfer of best 
practices.  Lane, Salk, and Lyles (2001) examined relative absorptive capacity in a sample of 
firms spanning R&D and non-R&D industrial sectors.  
Absorptive capacity is important for firms in R&D and non-R&D related contexts 
because it assists firms in adaptation (Lane et al., 2001).  A firm’s ability to (1) recognize 
important external knowledge not currently possessed, and its ability to (2) acquire that 
knowledge, bringing the new, external knowledge into the organization, affords an important 
opportunity for change by providing new and potentially valuable external knowledge.  These 
externally-oriented absorptive capacity processes inject fluctuation into the organization by 
exposing the firm to new knowledge that may challenge its existing knowledge structures and/or 
generate turmoil as the firm reconciles the new knowledge with its existing knowledge structures 
(March, 1991).  These externally-oriented absorptive capacity processes are complemented by 
internally-oriented absorptive capacity processes that allow a firm to (1) diffuse the knowledge 
throughout the organization to the area of the firm where the new knowledge may be most 
beneficial and (2) transform the knowledge for commercial purposes.  These internally-oriented 
processes may assist with adaptation by allowing the firm to alter its current way of conducting 
business (Nonaka, 1994). 
While internal and externally-oriented absorptive capacity activities collectively generate 
benefits through the increased likelihood for adaptation, focusing on one set of activities at the 
neglect of the other set of activities may be potentially disruptive for a firm (Cohen and 
Levinthal, 1990).  Firms that focus on externally-oriented absorptive capacity processes (i.e. 
recognition and acquisition processes) at the expense of internally-oriented absorptive capacity 
processes (i.e. diffusion and transformation processes) may be able to continuously gain access 
to new knowledge but may suffer the disruption and expense to acquire new knowledge without 
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gaining the benefits of exploiting the new knowledge (Jansen, Van den Bosch, and Volberda, 
2005).  Alternatively, firms that focus on internally-oriented absorptive capacity processes at the 
expense of externally-oriented absorptive capacity processes may achieve short-term profits 
through exploiting knowledge but eventually become rigid and myopic (Jansen et al., 2005).  
Thus, a premise set forth in this dissertation is that understanding capabilities renewal through 
acquisition depends on the firm’s ability to balance internally- and externally-oriented absorptive 
capacity processes.  
 Researchers have also illustrated how past organizational experiences impact a firm’s 
absorptive capacity (Kim, 1998; Jansen, Van den Bosch, and Volberda, 2005; Cohen and 
Levinthal, 1990).  Thus, a second premise set forth in this dissertation is that a firm’s cumulative 
acquisition and internal development experience impacts the development of a firm’s absorptive 
capacity.  The next section presents a conceptualization of absorptive capacity as well as the 
theoretical model that provides the basis for this research. 
3.2  CONCEPTUAL MODEL  
The conceptual model advanced in this research, presented in Figure 1, draws from prior 
absorptive capacity research in proposing that the processes associated with absorptive capacity 
impact capabilities renewal from acquisition.  I adopt Zahra and George’s (2002) definition of 
absorptive capacity as a set of organizational routines and processes by which firms acquire, 
assimilate, transform, and exploit knowledge to produce a dynamic organizational capability and 
propose that each dimension of absorptive capacity plays a unique and important role in the 
renewal of capabilities from acquisition.  However, unlike Zahra and George (2002), I use the 
term “externally-oriented absorptive capacity” to refer to what Zahra and George (2002) refer to 
as “potential absorptive capacity”.  Additionally, I use the term “internally-oriented absorptive 
capacity” to refer to what Zahra and George (2002) refer to as “realized absorptive capacity.”  I 
adopt this alternative terminology for three critical reasons. 
=============================== 
Figure 1 About Here 
=============================== 
First, the research questions addressed in this dissertation return to Cohen and Levinthal’s 
original speculation that while both inward and outward looking absorptive capacity processes 
are important to a firm’s overall absorptive capacity, Cohen and Levinthal caution that 
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“excessive dominance of one over the other will be dysfunctional” (1990: 133).  Thus, it seemed 
reasonable to develop terminology that is more explicitly linked to the notion of inward and 
outward looking absorptive capacity. 
Second, Zahra and George (2002) propose that realized absorptive capacity necessarily 
depends on the level of potential absorptive capacity by nature of its definition.  In other words, a 
firm that has no potential absorptive capacity will have no realized absorptive capacity.  
Additionally, by virtue of the definition, realized absorptive capacity must always be less than a 
firm’s potential absorptive capacity.  However, in this dissertation I am concerned with the 
processes and capabilities that are associated with potential and realized absorptive capacity.  
Additionally, this dissertation is concerned with the effect that the presence of resources and 
capabilities associated with one dimension will have when the firm lacks the resources and 
capabilities associated with the other dimension of absorptive capacity. 
 Lastly, Zahra and George’s (2002) conceptualization of potential and realized absorptive 
capacity is concerned with thinking about absorptive capacity in terms of efficiency.  
Alternatively, this dissertation is concerned with independent role of each dimension of 
absorptive capacity as well as the interactive effects of the dimensions of absorptive capacity. 
As a result, in this dissertation the term “externally-oriented absorptive capacity” is used 
to refer to a firm’s ability to acquire and assimilate external knowledge.  Additionally, I adopt 
Zahra and George’s (2002) definition of acquisition as a firm’s capability to identify and acquire 
externally generated knowledge that is critical to its operations.  Zahra and George (2002) 
propose that acquisition involves the intensity, speed and direction of efforts to identify external 
knowledge.  These resources and capabilities include such factors as search routines (Fahey, 
1999), environmental scanning (Fahey, 1999), benchmarking (Garvin, 1993; Stata, 1989), and 
maintaining a broad and active network of external relationships (Cohen and Levinthal, 1990).  
Likewise, I adopt Zahra and George’s (2002) definition of assimilation as the firm’s routines and 
processes that allow it to analyze, process, interpret, and understand the information obtained 
from external sources.   
  In this dissertation, the term “internally-oriented absorptive capacity” is used to refer to 
a firm’s ability to transform and exploit external knowledge.  Similarly, I adopt Zahra and 
George’s definition of transformation as a firm’s capability to develop and refine the routines 
that facilitate combining existing knowledge and the newly acquired and assimilated knowledge.  
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Thus, transformation includes the diffusion of knowledge across organizational units.  For 
example, social integration mechanisms used to create social capital across the organization aid 
in transfer (Cohen and Levinthal, 1990).  Two important social integration mechanisms that have 
been highlighted in past research are the use of cross-functional interfaces and job rotation 
(Galbraith, 1973; Henderson and Clark, 1994; Clark and Fujimoto 1991; Sheremata, 2000; Van 
den Bosch et al., 1999).  Cross-functional interface mechanisms include the use of task forces, 
teams, and liaison personnel.  Job rotation mechanisms are those routines for the lateral transfer 
of employees between jobs.  These socialization mechanisms deepen the lateral flows of 
knowledge across functional and hierarchical boundaries and provide a greater awareness of 
where in the organization valuable knowledge resides (Jansen et al., 2005; Campion et al., 1994).  
In addition, these routines promote the development of social capital that facilitates non-routine 
knowledge sharing (Egelhoff, 1991), reciprocal trust between colleagues, and mutual willingness 
to share knowledge (Nahapiet and Ghoshal, 1998).   Furthermore, these routines help a firm to 
transfer knowledge within its boundaries by helping organizational members develop a shared 
language and/or understanding (Nahapiet and Ghoshal, 1998; Collins and Smith, 2006; Daft and 
Lengel, 1986).    
Additionally, I adopt Zahra and George’s definition of exploitation the routines that allow 
firms to refine, extend and leverage existing competencies or create new ones by incorporating 
acquired and transformed knowledge into its operations.  These capabilities include the processes 
associated with the incorporation of the new knowledge to create new products, systems, 
processes, knowledge, or organizational forms (Zahra and George, 2002; Tiesmessen, Lane, 
Crossan and Inkpen, 1997; Van den Bosch et al., 1999).   
 The conceptual model advanced in this research and illustrated in Figure 1 suggests these 
various absorptive capacity dimensions provide a firm with openness to new knowledge, routines 
for gaining access to new knowledge, flexibility to disseminate and share the new knowledge in 
the most appropriate organizational unit, and the ability to transform the new knowledge for 
commercial ends.  Consequently, these collective dimensions of absorptive capacity allow a firm 
to renew their capabilities through acquisition.  I further propose that in firms in which one 
dimension of absorptive capacity dominates at the expense of another dimension, acquisition 
may present too large of an encumbrance and lead to a neglect of capabilities.  
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 This research will further advance the idea that past experience will influence the 
development of absorptive capacity and the relative strength of each absorptive capacity 
dimension.  Specifically, it will examine how past acquisition and internal development 
experience impacts the development and emphasis managers place on nurturing each of the 
absorptive capacity dimensions and the moderating role of past internal development experience.  
Earlier research has found past acquisition experience may change the structure and processes in 
the acquiring firm (Hitt et al., 1996; Pitts, 1980).  This research will link those organizational 
changes that occur through past acquisition and internal development with changes in a firm’s 
absorptive capacity. 
 Additionally, this research advances the notion that a renewal in capabilities from 
acquisition will impact a firm’s performance by revitalizing its existing capabilities and 
providing it with the flexibility to adapt to environmental changes.  Furthermore, a change in 
capabilities from acquisition is linked to a firm’s subsequent growth strategies by shaping their 
surplus of resources and capabilities and their need for new resources and capabilities.  Lastly, 
the renewal of firm capabilities is associated with post-acquisition performance. 
3.3 HYPOTHESES  
 This section develops hypotheses developed to test the research model to explain why 
some firms experience a renewal in capabilities from acquisition while other firms either 
experience a decline or insignificant change in capabilities.  Consequently, this section consists 
of four parts.  Section 3.3.1 explores the effect that a firm’s prior acquisition and internal 
development experience has on the development of a firm’s absorptive capacity.  Section 3.3.2 
then proposes that a firm’s change in capabilities following the focal acquisition will depend on 
the firm’s absorptive capacity at the time the firm engages in the acquisition.  Furthermore, 
change in capabilities is partitioned along two dimensions—the scope and effectiveness of 
capabilities.  Next, Section 3.3.3 explains how the change in capabilities following a focal 
acquisition may impact the firm’s pursuit of future acquisitions and future internal development.  
Finally, Section 3.3.4 proposes that the change in capabilities following the focal acquisition 
impacts post-acquisition performance.   
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3.3.1  Historical Growth Strategy’s Impact on Absorptive Capacity 
 The first research question addressed in this dissertation involves understanding how 
cumulative acquisition experience impacts the renewal of capabilities through subsequent 
acquisitions. As discussed in the literature, a great deal of research has examined how cumulative 
acquisition experience impacts subsequent acquisition performance (e.g. Zollo and Singh, 2004; 
Fowler and Schmidt, 1989; Bruton, Oviatt and White, 1994; Hayward, 2002).   Much of this 
research has utilized learning curve arguments to propose that cumulative acquisition experience 
positively impacts subsequent performance (e.g. Bruton et al., 1994; Fowler and Schmidt, 1989).  
While some researchers have found support for these arguments (e.g. Bruton et al., 1994; Fowler 
and Schmidt, 1989), others have found that models that adopt a more holistic approach to 
understanding experience and incorporate a more fine grained analysis of that experience, better 
explain the relationship between acquisition experience and subsequent acquisition performance 
(e.g. Hayward, 2002; Zollo and Singh, 2004).  Consistent with that research, this dissertation 
advances a model in which cumulative acquisition experience is examined with regards to the 
firm’s overall growth strategy.   
Furthermore, past research provides preliminary evidence that cumulative acquisition 
experience is likely to impact a firm’s ability to renew its capabilities in subsequent acquisitions 
by impacting the structure of the organization.  Early diversification research by Pitts (1974; 
1977) examined the impact that acquisition experience had on structure.  This research revealed 
that firms pursuing diversification through acquisitions were more likely to use strict formula 
based quantitative measures for manager assessments and were unlikely to use policies to 
promote resource sharing across business units.  In addition, Pitts’ (1974; 1977; 1980) work 
reveals that firms pursuing only internal development adopt very different structures.  
Specifically, he found that firms pursuing only internal development were more likely to use 
subjective measures in assessing managers’ performance and have policies in place to encourage 
resource sharing. 
Consequently, Pitts (1980) proposes that as a firm considers future growth opportunities, 
a firm that has previously expanded through internal development is more likely to grow through 
future internal development because it is organized for resource sharing and synergy.  
Alternatively, he proposes firms that have grown through past acquisitions are more likely to 
pursue acquisition for future growth because of their limited ability to leverage internal synergies 
 52 
 
to find new domains.   Thus, Pitts (1980) concluded that few firms would be able to pursue a 
mixture of internal growth and acquisition and those firms able to balance the two would have 
lower performance than those pursuing either internal development only or acquisition only.   
Counter to this proposition, however, subsequent research has revealed that many firms 
pursue a mixture of the two strategies and that the performance of those firms pursuing a mixture 
of the two growth strategies is not significantly different from those pursuing a pure growth 
strategy (Lamont and Anderson, 1985).  In fact, later research revealed that firms utilizing both 
internal development and acquisition outperform those firms that rely on one form of growth 
(Busija, O’Neill, and Zeithaml, 1997).  Consequently, researchers have found that firms may 
adopt a growth strategy of (1) pure acquisition (Lei and Hitt, 1995; Haleblian, Kim, and 
Rajogopalan, 2006; Hasepslagh and Jemison, 1991), (2) pure internal development (e.g. 
Saxenian, 1994; Prabhu, Chandy, Ellis, 2005), or (3) a mixture of the internal development and 
acquisition (Vermeulen and Barkema, 2001; Blonigen and Taylor, 2000). 
Due to the variety of ways firms utilize acquisitions and internal development for growth, 
and the distinct structures associated with acquisitions and internal development, this dissertation 
advances the perspective that to understand how acquisition experience impacts capabilities 
renewal from subsequent acquisition, research must examine that acquisition experience in light 
of the firm’s overall growth strategy.  Consequently, this dissertation examines the potential for 
various growth strategies to contribute to the learning structures associated with absorptive 
capacity. 
 
Pure Acquisition Strategies 
 Firms that pursue pure acquisition strategies grow solely through the acquisition of other 
firms.  While only a limited amount of research on firms that have pursued pure acquisition 
growth strategies has been conducted, a handful of studies have revealed a few key insights 
about the nature of these firms.  First, Berg (1973) found that corporate staff size relative to sales 
was small for acquisitive diversifiers.  The author suggests that the small corporate staff size is 
an indication of decentralization and the more limited opportunities to create synergies across the 
lines of business in firms that have pursued acquisitive growth due to their greater diversity.  
Although his sample size was notably small, Berg (1973) also found greater diversity among SIC 
codes in the acquisitive diversifiers than in the internally developed firms.  A second key insight 
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was provided by Pitts (1974) who found that firms pursuing pure acquisition strategies were 
more likely to use strict formula-based quantitative measures for manager assessments.  
Furthermore, firms utilizing pure acquisition strategies utilized very few subjective criteria and 
exerted very little discretion in performance payouts.  Lastly, Pitts (1977) revealed that firms 
pursuing pure acquisition strategies were unlikely to use policies to promote resource sharing 
across business units and managers in these firms had little past experience working with 
managers in other units of the same corporation.  In sum, past research has revealed that firms 
pursuing pure acquisition growth strategies are more likely to function as a collection of diverse, 
autonomous business units, with little resource sharing across business units and little use of job 
rotation or cross-unit interfaces.   
While the research cited above all suffered from small sample sizes, additional research 
has generally been consistent with these findings.  For example, research suggests that when 
making acquisitions, firms will generally pursue targets that are highly compatible with the 
firm’s culture, business operations, and resources (Larsson and Finkelstein, 1999; Greenwood, 
Hinings, and Brown, 1994; Capron, Dussauge, and Mitchell, 1998; Ramaswamy, 1997).  
However, with each successive acquisition, the pool of potential acquisition targets becomes 
smaller and thus a firm may be forced to look to potential candidates offering less overlap and 
fewer complementarities.  Consequently, over time firms that have pursued pure acquisition 
strategies exhibit a decrease in the amount of overlap and in the number of similarities between 
business units and as a result, business units are more likely to function as loosely connected 
operating units (Child, 1973).  Furthermore, consistent with research by Pitts (1977), other 
researchers have found that as a firm grows through acquisition, it increases its variety by 
incorporating new managers and employees with different backgrounds, experiences, and beliefs 
(Greenwood et al., 1994).  Consequently, with each acquisition, the overall organization 
increases its variety of knowledge and beliefs.  One implication of the introduction of greater 
variety is the greater information processing demands placed on top management (Lawrence and 
Lorsch, 1967).  Consequently, top managers are more likely to implement financial controls 
upon business unit managers (Hitt et al., 1990) while at the same time providing business level 
managers with greater autonomy in decision making (Pitts, 1980). 
Research has further illustrated that pure acquisition strategies are likely to influence the 
firm’s goals by shaping the nature of the firm.  The variety introduced by pure acquisition 
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strategies is associated with increases in the diversity of the top management team (Michel and 
Hambrick, 1992; Herrmann and Datta, 2005).  As a result, the top management team is much 
more likely to possess diverse goals (Hitt et al., 1990).  Accordingly, the overall organization 
may pursue multiple goals simultaneously as opposed to pursuing one overarching 
organizational goal.  Furthermore, financial controls implemented in acquisitive firms increase 
the pressure on managers to achieve short-term, financial goals (Hitt et al., 1990; Hoskisson and 
Hitt, 1988).  As a result, managers are likely to pursue projects with short time horizons 
(Haspeslagh and Jemison, 1991). 
 In sum, prior research suggests several ways in which a firm’s cumulative experience 
with pure acquisition strategies can impact the firm’s absorptive capacity.  First, the variety 
introduced by pure acquisition strategies increases the diversity of experiences among employees 
and business units.  This diversity of experience increases the likelihood that organization 
members recognize the value of external information by increasing the likelihood that the new 
knowledge will be related to its existing knowledge (Cohen and Levinthal, 1990).  Second, the 
variety introduced through acquisitions decreases the likelihood that the organization has settled 
on a uniform code of beliefs (March, 1991).  As new managers and employees with different 
backgrounds and beliefs are incorporated into the organization through acquisition, the 
likelihood that organization members question a firm’s internal code of beliefs increases (March, 
1991).  Consequently, the unrest and fluctuation introduced by incorporating new ideas into the 
organization increases the likelihood that organization members will explore external sources of 
knowledge, creating organizational openness to external knowledge.  
Third, the greater autonomy associated with pure acquisitive growth is likely to impact 
the acquisition of external knowledge.  Business units with greater autonomy are likely to have 
more power to pursue external sources of important knowledge through mechanisms such as 
collaboration, acquisition, and licensing (Fiol, 1989).  Furthermore, an organization’s routines 
shape the potential alternatives that business units explore (Nelson and Winter, 1982).  Firms that 
have pursued pure acquisition strategies are more likely to have routines for evaluating external 
knowledge, negotiating how external knowledge will be acquired, and bringing external 
knowledge into the organization.  As a result, these routines are likely to positively impact the 
acquisition of external knowledge. Also, the openness to new, external knowledge decreases the 
likelihood that organization members will suffer from the Not-Invented-Here (NIH) syndrome 
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(Katz and Allen, 1982).   NIH is the result of organization members narrowly defining their 
domain and rejecting the potential to find useful knowledge in seemingly unrelated domains.  
Consequently, pure acquisition strategy experience is likely to increase the acquisition of 
external knowledge by preventing firm members from narrowly filtering information.   
  Finally, the diversity of these firms is likely to assist with assimilation by increasing the 
likelihood that new knowledge is related to existing knowledge and consequently increasing 
comprehension of new knowledge.  Decentralization in these firms may further contribute 
positively to assimilation by allowing frontline employees to have greater access to the new 
knowledge.  
Consequently, the following hypothesis is offered: 
 
H1a:  Firms that have historically utilized a pure acquisition strategy will have high externally-
oriented absorptive capacity.   
 
A firm’s past experience with a pure acquisition strategy is also likely to impact the 
development of the firm’s internally-oriented absorptive capacity.  As mentioned earlier, pure 
acquisition strategies are associated with greater variety in the organization (Hennart and Park, 
1993), little use of policies to promote resource sharing across business units (Pitts, 1977), and 
little use of job rotation and cross-unit interfaces (Pitts, 1977).  Research by Nahapiet and 
Ghoshal (1998) suggests social capital is an important mechanism in the diffusion and creation 
of new knowledge because it helps foster motivation, access, and ability to transfer knowledge 
by influencing interorganizational networks, cognitive understandings, trust, and norms for 
knowledge sharing.  Firms that have pursued pure acquisition strategies are less likely to have 
the social capital in place to facilitate the diffusion and transformation of knowledge.  The 
greater variety introduced by pure acquisitive growth decreases the likelihood of a shared and 
uniform culture, shared experiences, shared language, and shared practices (Greenwood et al., 
1994) as well as increases the diversity of goals among organization members (Hitt et al., 1990).  
Additionally, because firms pursing pure acquisitive growth are less likely to utilize job rotation 
and cross-unit interfaces (Pitts, 1977), fewer opportunities exist for managers and employees to 
build social capital.   
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 Additionally, as stated above, firms that have pursued pure acquisition strategies are more 
likely to have financial controls in place and as a result, managers are more likely to have shorter 
time orientations (Hitt et al., 1990; Hitt et al., 1996).  The transformation and exploitation of 
knowledge are associated with great uncertainty as a firm engages in trial-and-error learning 
(March, 1991).  Similarly, the transformation and exploitation of knowledge are also associated 
with a significantly delayed payout period (Pennings et al., 1994).  Consequently, firms that have 
pursued pure acquisition strategies are likely to have neglected transformation and exploitation 
capabilities because of the significant investments required, the long-time horizon and the 
uncertainty associated with transforming knowledge.  Accordingly, the following hypothesis is 
offered.  
 
H1b:  Firms that have historically utilized a pure acquisition strategy will have low internally-
oriented absorptive capacity.  
 
Pure Internal Development Strategies 
 Firms that pursue pure internal development strategies use various lines of existing 
businesses or existing resources to form new business units with distinct goals and operations.  
Accordingly, firms pursuing pure internal development strategies develop routines for leveraging 
existing knowledge resources in new contexts (Gupta and Govindarajan, 1986; Govindarajan and 
Fisher, 1990).  Past research on firms that pursue pure internal development growth strategies 
has provided several insights about the nature of these firms.  First, research has revealed that 
firms pursuing pure internal development growth strategies tend to have large corporate staffs, 
particularly in R&D areas (Berg, 1973).  Berg (1973) suggested that greater corporate staffs are 
likely to reflect the opportunities to realize resource synergies in internally diversified firms due 
to the overlap created through internal development.  As firms grow through internal 
development, the organization’s various business units share a common foundation of knowledge 
and experiences (Berg, 1973; Miller, 2004; Hennart and Park, 1993).  Additional research found 
that firms pursing pure internal growth were more likely to use subjective measures in assessing 
managers’ performance and used substantial discretion in granting incentive pay (Pitts, 1974).  
Furthermore, research revealed that firms pursing pure internal development strategies were 
likely to have explicit policies to encourage divisions to relinquish employees whose capabilities 
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might be better suited for an alternative business unit (Pitts, 1977).  Additionally, Pitts (1977) 
found that in firms pursing pure internal development, a high percentage of each firms’ business 
unit managers had previously worked together in another business unit of the same firm.  
Consequently, organization members in firms pursuing pure internal development strategies are 
likely to share a common culture, understanding, and language.  Similarly, the social 
relationships between individuals in the various business units are likely to help build trust and 
shared norms (Nahapiet and Ghoshal, 1998). 
While the generalizability of early studies (i.e. Berg, 1973; Pitts, 1974, 1977) on pure 
internal diversifiers is debatable due to the small sample sizes, other research has generally been 
consistent with these findings.  For example, research by Kuratko, Montagno, and Hornsby 
(1990) has revealed that firms pursuing internal development strategies have routines for 
rewarding managers who successfully find uses for existing knowledge in new contexts.  
Similarly, research has revealed that these firms have routines for transforming existing 
knowledge and managing an ongoing pipeline of new products (Hornsby, Kuratko, and 
Montagno, 1999).  These routines often include mechanisms to help buffer development projects 
from immediate market tests (Kogut and Zander, 1992; Garud and Van de Ven, 1992).  In 
addition, these firms have routines for establishing spinoffs (e.g. structuring, staffing) (Thornhill 
and Amit, 2001; Hornsby et al., 1999). 
 Prior research thus suggests several reasons why a firm’s past experience pursuing a pure 
internal development strategy is likely to impact the development of its absorptive capacity for 
several reasons.  First, firms that have pursued pure internal development are more likely to 
suffer from myopia (Vermeulen and Barkema, 2001).  Firms have a tendency to look to nearby 
experiences in their search practices (March and Levinthal, 1993) and those that have pursued 
pure internal development strategies have had less diversity in their experiences, limiting the 
expanse of the firm’s search.  Likewise, firms that have pursued pure internal development 
strategies lack variety in their knowledge base, decreasing the likelihood that valuable external 
knowledge will be related to its existing knowledge.  Consequently, firms that have pursued pure 
internal development strategies are less likely to acquire and assimilate valuable external 
knowledge. 
 Second firms that have pursued pure internal development strategies are also likely to 
have a highly developed and understood organizational code of beliefs (March, 1991).  Firms 
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pursing pure internal diversification leverage their existing knowledge and resources in new 
business domains.  While new external employees may be incorporated into the firm as it 
assesses its needs in new domains, the greatest source of staffing is likely to be from internal 
sources (Pitts, 1980).  Similarly, leadership of the new business unit is likely to be hired from 
within the organization as the firm leverages its existing resources (Pitts, 1980).  Consequently, 
firms pursing pure internal development strategies limit their exposure to fluctuation and inquiry 
into current understandings and solidifying their highly developed organizational code by 
limiting the incorporation of external employees and using internal managers to head new 
ventures (March, 1991).  As a result, a firm’s highly developed code of beliefs further reinforces 
the lack of external search by imposing norms and standards for external search.  Consequently, 
firms that have pursued pure internal development strategies are more susceptible to NIH 
syndrome and may lack the motivation to develop external search routines.  Accordingly, the 
following hypothesis is presented. 
 
H2a:  Firms that have historically utilized a pure internal development strategy will have low 
externally-oriented absorptive capacity.   
 
As stated earlier, firms that have pursued pure internal development strategies are likely 
to have a shared knowledge base and exhibit social capital between individuals across business 
units due to past work experiences, job rotations, and cross-unit interfaces.  The shared 
experiences, culture, understandings, and language facilitate the transformation and exploitation 
of knowledge between various business units (Nahapiet and Ghoshal, 1998).  Furthermore, 
organizational routines for leveraging existing knowledge in new contexts support the 
transformation and exploitation of knowledge (Nonaka, 1994).  Accordingly, the following 
hypothesis is offered. 
 
H2b:  Firms that have historically utilized a pure internal development strategy will have high 
internally-oriented absorptive capacity. 
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Mixed Internal Development and Acquisition Growth Strategies  
 Firms that use a combination of internal development and acquisition develop routines 
for leveraging existing knowledge internally and acquiring new firms.  Researchers have 
suggested that some firms use internal development and acquisition as complementary forms of 
growth (Prabhu, Chandy, and Ellis, 2005; Hagedoorn and Duyster, 2002; Vermeulen and 
Barkema, 2001).  These researchers suggest that after leveraging their existing knowledge 
through internal development, firms may eventually deplete their opportunities to transform their 
existing knowledge and as a result require acquisitions as a means to inject new knowledge into 
the organization.  Internal development capabilities help the firm to utilize and transform the 
knowledge gained through the acquisition.  As the organization internalizes the knowledge 
gained through acquisition, the firm may be inclined to again pursue growth through internal 
development because of the excess knowledge resources in the organization and the lack of 
suitable acquisition candidates due to its superior knowledge resources.  Thus, the acquisition of 
new knowledge facilitates future internal development.    
For firms that grew through a combination of acquisition and internal development, past 
experience with acquisitions has increased the firms’ requisite variety.  The increase in requisite 
variety increases the firm’s ability to recognize and acquire external knowledge as well as its 
appreciation for external knowledge (Pennings and Harianto, 1992).  The fluctuation introduced 
through acquisition further increases the firm’s propensity to seek external knowledge (March, 
1991).  These effects are further reinforced by routines that the firm has developed through its 
acquisition experience for seeking, evaluating, and acquiring external knowledge.  Collectively, 
these forces are likely to increase the firm’s ability to recognize and evaluate external knowledge 
(Cohen and Levinthal, 1990).  Accordingly, the following hypothesis is offered. 
 
H3a:  Firms that have historically utilized a mixed use growth strategy will have high externally-
oriented absorptive capacity.  
 
 Additionally, it is proposed that a mixed use strategy will be positively related to 
internally-oriented absorptive capacity.  Firms with a history of leveraging existing knowledge 
through internal development develop a strong foundation of knowledge shared across business 
units (Berg, 1973; Miller, 2004; Hennart and Park, 1993).  Additionally, because these firms 
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typically grew through spinoffs, organizational members are more likely to share past 
experiences, social relationships, and shared understandings (Pitts, 1977).  The redundancy in 
knowledge across units and the social capital shared among organization members not only 
enable these firms to transfer knowledge internally (Berg, 1973; Miller, 2004; Hennart and Park, 
1993), but also help these firms transform and exploit existing knowledge (Nahapiet and 
Ghoshal, 1998).  Therefore, these firms not only have routines to actively engage in refining, 
focusing, and leveraging existing knowledge resources (Almeida et al., 2002; Hansen et al., 
1999), but also have the shared social capital and common knowledge base that facilitate the 
transformation and exploitation of knowledge (Nahapiet and Ghoshal, 1998).  Consequently, the 
following hypothesis is offered. 
 
H3b:  Firms that have historically utilized a phased mixed use growth strategy will have high 
internally-oriented absorptive capacity.    
3.3.2  Absorptive Capacity and Capabilities Renewal from Acquisitions 
 As addressed earlier, researchers contend that acquisitions may provide firms with the 
opportunity to renew their capabilities.  The renewal of capabilities may be in the form of 
increased scope of capabilities.  For example, research by Karim and Mitchell (2000) found that 
acquisitions allowed firms to move into entirely new product positions requiring substantially 
different capabilities.  Consequently, they posited that acquisitions allowed the firm to increase 
the breadth of their capabilities.  Similarly, Hitt, Harrison, Ireland, and Best (1998) found that 
firms used acquisitions to gain access to capabilities that the firm lacked but that complemented 
their existing capabilities.  These activities to alter capabilities are similar to what Sirmon et al. 
(2007) refer to as “pioneering” in which managers attempt to develop new and unique 
capabilities. 
 The renewal of capabilities may also occur through the improved effectiveness of 
existing capabilities.  Improving the effectiveness is similar to the process Sirmon et al. (2007) 
refer to as “enriching,” involving the extension and elaboration of existing routines.  In the study 
by Karim and Mitchell (2000) mentioned above, the researchers also found that acquiring firms 
were able to further deepen their existing product positions through acquisition and posited that 
firms use acquisitions as a strategy to more effectively exploit their existing core competencies.  
Furthermore, research by Capron, Dussage, and Mitchell (1998) found that acquirers weak in a 
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particular capability were likely to redeploy the target’s resources in those particular resource 
areas when the target possessed a relative strength in that particular capability.  Research in the 
innovation field, provides additional support for the potential for acquisitions to improve the 
effectiveness of the acquirers’ existing capabilities.  For example, research by Ahuja and Katila 
(2001) found that acquisitions help innovative firms increase patenting activity.  However, as 
addressed earlier, evidence of the positive impact of acquisition on the effectiveness of the 
acquiring firms existing capabilities is more equivocal (e.g. Hitt et al., 1991; Coodt et al. 2006).  
This issue will be further addressed later in this section.  
A key premise of this dissertation is that absorptive capability plays a critical role in an 
acquiring firm’s ability to change the effectiveness and scope of its capabilities through 
acquisition.  As stated earlier, this dissertation utilizes Zahra and George’s (2002) definition of 
absorptive capacity as a set of organizational routines and processes by which firms acquire, 
assimilate, transform, and exploit knowledge to produce a dynamic organizational capability, and 
proposes that each dimension of absorptive capacity plays a unique and important role in the 
renewal of capabilities through acquisition.  Acquisition and assimilation capabilities include 
factors such as search routines, environmental scanning, benchmarking, maintaining a broad and 
active network of external relationships, actively increasing the firm’s requisite variety, 
collaborating, and licensing.  Transformation and exploitation capabilities include diffusion 
capabilities such as social integration mechanisms including the use of cross-unit interfaces and 
job rotation that aid a firm in sharing and transferring valuable external knowledge across and 
within subunits.  Furthermore, transformation and exploitation capabilities are those capabilities 
that assist a firm in refining, extending, and leveraging existing and new knowledge and include 
factors such as routines for innovation and process development.  A primary premise of this 
research is that these various dimensions of absorptive capacity play unique roles in a firm’s 
ability to alter the scope and effectiveness of its capabilities through acquisition. 
3.3.2.1 Impact of Absorptive Capacity on the Change in an Acquirer’s Scope of Capabilities  
Past research suggests that acquisitions are a chief mechanism used by managers to 
increase the scope of a firm’s capabilities (Karim and Mitchell, 2000; Hitt et al., 1998).  Several 
factors assist a firm in increasing the scope of its capabilities through acquisition.  First, firms 
that are able to recognize important capabilities that it lacks but needs in order to compete in the 
future will be more likely to increase the likelihood of increasing the scope of their capabilities 
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by identifying potential targets with the necessary capabilities (Wernerfelt, 1984; Cohen and 
Levinthal, 1994).  While the firm may increase the likelihood of increasing scope during the 
selection process, it may also increase its likelihood of increasing scope post-acquisition by 
effectively recognizing important capabilities possessed by the target during integration 
(Graebner, 2004).  For example, research has revealed that in many situations the acquiring firm 
recognized important capabilities possessed by the target only after working to integrate the 
target into the acquirer (Haspeslagh and Jemison, 1991; Graebner, 2004).  Additionally, this 
research has found that firms that effectively nurtured the target’s capabilities during integration 
were more likely to preserve the target’s unique capability and subsequently, increase the scope 
of the acquiring firm’s capabilities.  It is proposed here that both externally- and internally- 
oriented absorptive capacity impact the acquirer’s ability to increase the scope of its capabilities 
through acquisition. 
 
Externally-oriented Absorptive Capacity Effects on Scope 
Externally-oriented absorptive capacity consists of a firm’s ability to acquire and 
assimilate valuable external knowledge.  The capabilities that firms use to acquire and assimilate 
valuable external knowledge are likely to impact whether a firm increases the scope of its 
capabilities through acquisition for several reasons.  First, as a firm actively increases their 
requisite variety by maintaining a broad network of external relationships, searching various 
sources of information, and continuously scanning the environment, the firm increases the 
likelihood that new capabilities offered by the target are related to the acquiring firm’s existing 
knowledge base (Cohen and Levinthal, 1990).  Furthermore, the emphasis on searching external 
sources for information and the increase in requisite variety that result from acquisition and 
assimilation capabilities are likely to cultivate an organizational culture that is open to external 
knowledge (Zhara and George, 2002).  This openness decreases the likelihood that the firm 
narrowly defines its domain and rejects the knowledge offered by the target because of a NIH 
sentiment (Katz and Allen, 1982).  Furthermore, routines that help the firm acquire and 
assimilate external knowledge also expose the firm to potential trends and help the firm to 
predict future trends (Dollinger, 1984).  As a result, the firm is more likely to have an 
understanding of the capabilities it needs for future success and more easily assimilate the 
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knowledge associated with these capabilities.  Consequently, the firm will be more open to the 
potential for the target’s unique capabilities to help enhance its current capabilities. 
 Second, as stated earlier, these capabilities often include collaboration routines.  
Collaboration routines help a firm manage their relationships with external partners (e.g. build 
social capital, developing interfaces) and provide firms with routines for sharing knowledge with 
external partners (Goes and Park, 1997; Zollo et al., 2002; Simonin, 1997).  Acquisitions present 
a hybrid form of collaboration.  The target unit is not considered external to the firm nor is it 
entirely internal to the firm.  Differences in administrative heritage, culture, and operational 
practices create a barrier to fully assimilating the target unit as an internal unit (Greenwood et al., 
1997).  Thus, the firm must carefully manage the interactions between the acquirer and target to 
preserve the knowledge possessed by the target while also accessing its valuable capabilities.  
Routines for collaboration may help a firm manage their relationships with the newly acquired 
unit by providing experience and routines for sharing knowledge with external partners, thereby 
having a positive impact on a firm’s ability to increase its scope of capabilities through 
acquisition. 
 Finally, routines to acquire and assimilate external knowledge may also include practices 
to evaluate external knowledge (Huber, 1991; Almeida et al., 2003; Foote et al., 2002).  After a 
firm has recognized valuable external knowledge, it must assess whether the benefits of 
acquiring the external knowledge outweigh the costs of acquiring the external knowledge.  These 
routines are likely to help firms increase the scope of their capabilities through acquisition by 
helping the firm to more accurately assess the potential success of transferring the target’s unique 
capabilities.  Additionally, capabilities associated with the acquisition and assimilation of 
external knowledge may also consist of routines for devising strategies to internalize the external 
knowledge. (Kale and Singh, 2007; Zollo and Singh, 2004).  These routines help firms delegate 
responsibilities and execute the integration of new knowledge into the firm (Simonin, 1997).  
Consequently, these processes are likely to help a firm bring the knowledge offered by the target 
into the acquiring firm’s operations. 
 In summary, externally-oriented absorptive capacity capabilities are likely to assist a firm 
in renewing their capabilities from acquisition by creating a culture open to external knowledge, 
increasing the requisite variety needed to understand the knowledge offered by the target unit, 
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providing the firm with routines to manage external relationships for knowledge sharing, and 
enhancing the acquiring firm’s ability to evaluate and internalize external knowledge.   
 
H4a: Externally-oriented absorptive capacity has a positive effect on the change in scope of 
capabilities. 
 
Internally-oriented Absorptive Capacity Effects on Scope 
 Internally-oriented absorptive capacity capabilities consist of a firm’s ability to transform 
and exploit new knowledge.  Transformation and exploitation capabilities include socialization 
and knowledge sharing routines.  Socialization capabilities provide a firm with routines to create 
and nurture social capital throughout the organization.  Examples of these practices include the 
use of cross-functional teams and job rotation (Jansen et al., 2005; Gupta and Govindarajan, 
2000; Campion et al., 1994).  Knowledge sharing routines provide the firm with routines to 
facilitate knowledge sharing in the organization and include such practices as maintaining staff 
responsible for managing and disseminating internal knowledge throughout the organization 
(Foote, Matson, and Rudd, 2001; Pawlowski and Robey, 2004).  These capabilities are likely to 
help a firm benefit from capabilities renewal by enhancing the firm’s ability to access and 
disseminate the target’s knowledge. Internally-oriented absorptive capacity is likely to influence 
a firm’s ability to increase the scope of its capabilities through acquisition for several reasons. 
  First, knowledge sharing routines and socialization routines increase the likelihood that 
the acquiring firm may access the knowledge possessed by the target firm.  Past research 
suggests that the transfer of knowledge, particularly tacit knowledge, is more likely when the 
teacher and student possess social capital and a shared understanding (Dyer and Singh, 1998).  
Firms with socialization and knowledge sharing routines are likely to utilize these routines in 
managing their relationship with the target firm.  Over time these routines are likely to help the 
target overcome initial suspicions and resentments concerning the acquiring firm and develop 
social structures between the target and acquirer members (Graebner, 2004).   Consequently, 
these routines may help the acquiring firm to develop the relationships necessary to understand 
where in the target important knowledge resides, the social capital necessary to facilitate the trust 
and motivation required to access the knowledge stored in the target firm, and the common 
understanding necessary to comprehend the knowledge stored in the target firm.  
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Second, socialization capabilities facilitate dissemination of new knowledge to the 
acquirer by facilitating the development of social capital among the firm’s members.  Social 
capital assists members in transferring and transforming knowledge by creating a shared 
understanding, shared language, and reciprocal trust (Nahapiet and Ghosal, 1998; Collins and 
Smith, 2006).  These factors help foster not only the ability of firm members to share knowledge 
but also the motivation to do so.  Routines to create social capital in the firm are likely to help 
the firm disseminate knowledge offered by the target firm by providing the acquiring firm 
members with the social networks and common understandings necessary to disseminate the new 
knowledge through the organization (Nahapiet and Ghoshal, 1998; Smith, Collins, and Clark, 
2005).  These social networks and shared understandings facilitate the dissemination of the 
target’s knowledge by increasing the likelihood that as members of the acquiring firm discover 
valuable practices in the target, they know where in the organization that knowledge may be best 
used, have social relationships with the individuals in units that may become the intended 
recipient, and have the ability and motivation to transfer the knowledge to the intended recipient 
because of their reciprocal understanding and trust.   Furthermore, the presence of knowledge 
sharing routines such as knowledge management task forces may further facilitate the transfer of 
the valuable knowledge (Jansen et al., 2005; Gupta and Govindarajan, 2000).  Thus, the 
socialization and knowledge sharing capabilities increase the flexibility with which a firm may 
disseminate the target firm’s knowledge resources. 
Finally, the firm’s capabilities to transform and exploit knowledge increase the likelihood 
that the firm will utilize the new capabilities gained from the acquisition.  Researchers have 
pointed to capabilities such as the ability to buffer units from initial market tests as an important 
transformation capability (Kogut and Zander, 1992).  Buffering the unit responsible for 
transformation provides the unit with the necessary slack for experimentation or trial-and-error 
learning by shielding the unit from the financial and operational demands of day-to-day 
operations.  Thus, acquirers that provide the necessary slack for experimentation are more likely 
to increase their scope of capabilities by allowing units to experiment with the new capabilities 
and by shielding the units from immediate market tests (Haspeslagh and Jemison, 1991).  
Furthermore, transformation and exploitation are associated with routines that allow the firm to 
retrieve knowledge from its organizational memory (Hargadon and Sutton, 1997).  These 
routines may further increase the likelihood that the acquirer increases the scope of its 
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capabilities through acquisition by helping the firm to make connections between apparently 
disparate experiences and integrate the new knowledge with past knowledge.   
In summary, internally-oriented absorptive capacity capabilities impact the likelihood 
that the acquiring firm will increase the scope of its capabilities through acquisition by helping 
the firm to access the knowledge possessed by the target through the development of social 
capital between the acquiring and target firms, disseminate the knowledge possessed by the 
target through the utilization of existing social networks and knowledge sharing routines, and 
utilize the new capabilities possessed by the target through the creation of an organizational 
environment that facilitates trial-and-error learning.   
 
H4b:  Internally-oriented absorptive capacity has a positive effect on the change in scope of 
capabilities. 
 
Complementary Role of Internally- and Externally-Oriented Absorptive Capacity on Capability 
Scope 
 While both externally-oriented absorptive capacity and internally-oriented absorptive 
capacity play unique roles in increasing the likelihood that the firm will increase the scope of its 
capabilities through acquisition, I suggest that it is their combined use that impacts the effect of 
acquisition on scope of capabilities. Specifically, the impact of externally-oriented absorptive 
capacity on the firm’s change in scope will depend on the firm’s level of internally-oriented 
absorptive capacity.  Externally-oriented absorptive capacity provides firms with a culture that is 
open to external knowledge, the requisite variety needed to understand the knowledge possessed 
by the target, and the routines necessary to bring the external knowledge into the organization--
all of which may positively impact the change in scope of capabilities following an acquisition.  
However, the effect of externally-oriented absorptive capacity will be significantly lessened if 
the firm has a low level of internally-oriented absorptive capacity because of the difficulty  the 
firm will likely encounter internalizing the knowledge possessed by the target, building the social 
capital to access the new capability, and nurturing the new capability possessed in the target.  
Furthermore, higher levels of internally-oriented absorptive capacity increase the likelihood that 
the firm will experience the positive effects of externally-oriented absorptive capacity by helping 
the firm to utilize the knowledge made available from the target by disseminating it across the 
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organization and using the new capability in its existing operations.   Consequently, it is 
proposed that internally-oriented absorptive capacity will moderate the strength of the positive 
relationship between the externally-oriented absorptive capacity and the change in scope of 
capabilities by influencing the extent to which the firm is able to access and nurture the new 
capabilities possessed by the target.  A graph of the hypothesized relationship may be found in 
Figure 3.  
 
H4c:  Internally-oriented absorptive capacity will moderate the relationship between externally-
oriented absorptive capacity and the change in scope of capabilities such that when internally-
oriented absorptive capacity is low, the relationship is weak and positive and when internally-
oriented absorptive capacity is high, the relationship is strong and positive. 
 
3.3.2.2 Impact of Absorptive Capacity on the Change in an Acquirer’s Effectiveness of 
Capabilities  
Research also suggests that acquisitions may be used to increase the effectiveness of the 
acquiring firm’s capabilities.  For example, Haspeslagh and Jemison (1991) found that acquiring 
firms were able to increase the effectiveness of their capabilities through acquisition by not only 
exposing the acquirer to the target’s capabilities but also by forcing the acquiring firm to 
question its existing ways of operating.  However, the authors also noted variation among 
acquiring firms in the extent to which they were able to alter the effectiveness of their 
capabilities through acquisition.  This dissertation proposes that several factors will increase the 
likelihood that acquisition will positively impact the effectiveness of the acquirer’s capabilities.  
First, those firms better equipped to recognize best practices in the target firm and recognize 
complementarities between existing capabilities are more likely to increase the effectiveness of 
their capabilities through acquisition (Hitt et al., 1998; Graebner, 2004).  Additionally, those 
firms with greater openness to alternative methods of conducting business and with greater 
flexibility are also more likely to increase the effectiveness of their capabilities through 
acquisition (Szulanski, 1996).  Thirdly, those firms that are better equipped to successfully 
transfer capabilities from the target to the acquirer’s operations are more likely to increase the 
effectiveness of their capabilities (Szulanski, 1996; Haspeslagh and Jemison, 1991; Graebner, 
2004).  This dissertation builds on these prior findings proposes that the acquiring firm’s 
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externally- and internally-oriented absorptive capacity will impact the extent to which acquirers 
will alter the effectiveness of their capabilities through acquisition. 
 
Externally-Oriented Absorptive Capacity Effects on Effectiveness 
 Externally-oriented absorptive capacity is likely to impact an acquirer’s ability to 
improve the effectiveness of its capabilities through acquisition for many of the same reasons 
that externally-oriented absorptive capacity is likely to impact the change in scope of 
capabilities.  First, firms with strong externally-oriented absorptive capacity generally place an 
emphasis on searching external sources of information and continuously scanning the 
environment.  These routines increase the firm’s openness to new, external knowledge and 
reduce the likelihood that the firm rejects externally generated knowledge (Daneels, 2008; 
Howell et al., 2001).  Consequently, firms with strong externally-oriented absorptive capacity are 
more likely to be open to the target’s capabilities and methods of conducting business.  
Additionally, the emphasis on searching externally for new knowledge increases the intensity 
with which a firm looks to external sources for new and important capabilities (Hoyt et al., 
2007).  Consequently, these routines increase the likelihood that the acquirer will recognize best 
practices possessed by the target firm and opportunities to transfer those practices into the 
acquiring firm’s operations.   
Furthermore, the collaboration routines often possessed by firms with high externally-
oriented absorptive capacity are likely to assist the acquirer in carefully managing their 
interactions with the target, preserving the knowledge possessed by the target, and accessing its 
valuable capabilities (Kale and Singh, 2007).  In Szulanski’s (1996) study of the transfer of best 
practices, he found that an important factor in the successful transfer of best practices was the 
nature of the relationship between the source and the recipient of the new knowledge.  
Specifically, Szulanski (1996) found that the more arduous the relationship between the source 
and the recipient, the more likely that transfer would fail.  Consequently, it is likely that the 
collaboration routines possessed by those firms with high externally-oriented absorptive capacity 
will facilitate the transfer of practices from target to the acquirer by encouraging collaboration 
and communication. 
 Consequently, externally-oriented absorptive capacity is likely to help a firm increase the 
effectiveness of their capabilities through acquisition by increasing their openness to new 
 69 
 
external knowledge, their ability to recognize best practices in the target firm, and their ability to 
manage their relationship with the target to facilitate transfer.   
 
H5a:  Externally-oriented absorptive capacity has a positive effect on the change in effectiveness 
of capabilities. 
 
Internally-Oriented Absorptive Capacity Effects on Effectiveness 
Internally-oriented absorptive capacity is also likely to impact the extent to which the 
acquirer can improve the effectiveness of their capabilities through acquisition.  Just as 
collaboration routines associated with externally-oriented absorptive capacity are expected to 
positively impact the change in effectiveness due to enhanced collaboration and communication 
between the acquirer and target, socialization routines associated with internally-oriented 
absorptive capacity are also expected to enhance communication between the acquirer and target 
to facilitate the transfer of best practices.  Socialization capabilities associated with internally-
oriented absorptive capacity provide a firm with routines to create and nurture social capital 
throughout the organization (Jansen et al., 2005; Gupta and Govindarajan, 2000; Campion et al., 
1994) that facilitates the development of shared understandings, a shared language, and 
reciprocal trust (Nahapiet and Ghosal, 1998; Collins and Smith, 2006).  Consequently, these 
factors assist firm members in transferring and transforming knowledge by not only increasing 
the motivation of members to share knowledge but also their ability to share knowledge.  Thus, 
socialization routines may provide another opportunity for the acquiring firm to further enhance 
the collaboration and communication between the acquirer and target to facilitate the transfer of 
knowledge.  
Furthermore, internally-oriented absorptive capacity is associated with the presence of 
knowledge sharing routines such as knowledge management task forces responsible for 
managing and disseminating internal knowledge throughout the organization (Foote, Matson, 
and Rudd, 2001; Pawlowski and Robey, 2004).  Such routines may further facilitate the transfer 
of the valuable knowledge between the target and the acquirer by providing the organization with 
routines for recognizing best practices and sharing them within the organization (Jansen et al., 
2005; Gupta and Govindarajan, 2000).  These routines may also enhance the flexibility of 
currently held capabilities and the receptiveness of firm members to changes in their activities by 
 70 
 
providing constant influx of new ideas from others in the organization (Eisenhardt and Brown, 
2000). 
Finally, these socialization and knowledge sharing routines increase the likelihood that 
organization members know who can best exploit the new information provided by the target and 
have a clear understanding of roles and responsibilities concerning the particular capability in the 
target being identified for transfer (Cohen and Levinthal, 1990).  Additionally, organizations 
often make the objective of these knowledge sharing routines known to organization members.  
Research further suggests that a clear understanding of the organizational objective for 
knowledge sharing, the roles and responsibilities for particular capabilities, and where 
organizational expertise resides in the organization further facilitate the transfer of best practices 
(Szulanski, 1996).  Consequently, these practices are likely to be associated with the successful 
transfer of practices form the target. 
In summary, internally-oriented absorptive capacity capabilities impacts the likelihood 
that the acquiring firm will increase the effectiveness of its capabilities through acquisition by 
helping the acquiring firm to develop social capital between the acquiring and target firms, 
facilitate collaboration and communication between the target and acquirer, provide the acquirer 
with routines for sharing knowledge and best practices, and enhancing the flexibility of the 
firm’s capabilities and firm members.   
 
H5b: Internally-oriented absorptive capacity has a positive effect on the change in effectiveness 
of capabilities. 
 
Complementary Role of Internally- and Externally-Oriented Absorptive Capacity on the 
Capability Effectiveness 
It is expected that although externally-oriented absorptive capacity and internally-
oriented absorptive capacity play distinctive roles in influencing the likelihood that the firm will 
increase the effectiveness of its capabilities through acquisition, the combined use of these 
absorptive capacity dimensions explains the effect acquisition will have on the effectiveness of a 
firm’s capabilities. Specifically, it is proposed that the impact of externally-oriented absorptive 
capacity on the firm’s change in effectiveness will depend on the firm’s level of internally-
oriented absorptive capacity.  Externally-oriented absorptive capacity influences the intensity 
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with which a firm looks to sources outside its boundaries and its receptiveness to external 
sources for new knowledge and new ways of conducting business.  Furthermore, externally-
oriented absorptive capacity provides the firm with routines for collaboration and knowledge 
sharing with external sources to facilitate a productive relationship between the target and 
acquirer.  However, these effects of externally-oriented absorptive capacity will be limited by the 
amount of internally-oriented absorptive capacity possessed by the acquirer.  When the acquirer 
has high internally-oriented absorptive capacity, externally-oriented absorptive capacity will 
have a stronger positive relationship with the change in effectiveness because the internally-
oriented absorptive capacity will provide the firm with the routines to identify the location where 
the knowledge is most beneficial and a clear understanding of roles and responsibilities 
concerning the practice of interest.  Furthermore, a high level of internally-oriented absorptive 
capacity provides the firm with great flexibility and receptivity to change. 
Alternatively, firms with a low level of internally-oriented absorptive capacity will be 
less likely to appreciate the benefits of externally-oriented absorptive capacity on the change in 
effectiveness because the firm is less likely to have the routines in place to transform and exploit 
the new knowledge obtained in the target.  Consequently, the following hypothesis is presented.  
A graph of the hypothesized relationship for H6c-H6f may be found in Figure 3. 
 
H5c:  Internally-oriented absorptive capacity will moderate the relationship between externally-
oriented absorptive capacity and the change in effectiveness of capabilities such that when 
internally-oriented absorptive capacity is low, the relationship is weak and positive and when 
internally-oriented absorptive capacity is high, the relationship is strong and positive. 
 
 As mentioned previously, the results of past research are equivocal concerning the net 
effect that acquisition has on the effectiveness of a firm’s capabilities.  While a significant body 
of research illustrates that acquisitions may increase the effectiveness of a firm’s capabilities 
(Karim and Mitchell, 2000; Ahuja and Katila, 2001; Haspeslagh and Jemison, 1991; Vermeulen, 
2005), alternative research has shown a decline in the effectiveness of capabilities following 
acquisitions (Hitt et al., 1991; Cloodt et al., 2006).  Therefore, it is necessary to understand when 
organizations increase the effectiveness of their capabilities and when firms decrease the 
effectiveness of capabilities through acquisition.   
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Drawing from the work of Helfat et al. (2007), this research takes the position that the 
term “capability” denotes the mere presence of a capability and does not assign judgment 
regarding the effectiveness or value derived from the capability.  Given this conceptualization of 
“capability,” it is difficult to envision a situation in which an acquiring firm decreases the scope 
of its capabilities through acquisition exclusive of a situation in which the firm divest one of its 
original units following acquisition.  Alternatively, it is plausible that the effectiveness of the 
acquiring firm’s capabilities declines following acquisition due to the decreased funds available 
to reinvest in capabilities, the disruption to organizational routines due to acquisition integration, 
and the decreased managerial attention to existing organizational capabilities as managers attend 
to integration (Lei and Hitt, 1995).  Consequently, it is feasible that  acquisition produces 
negative changes in the effectiveness of capabilities and that the level of internally-oriented and 
externally-oriented absorptive capacity could reduce the negative impact of acquisition on 
effectiveness, consistent with hypothesis 6a.  
As mentioned previously, externally-oriented absorptive capacity plays a critical role in 
increasing the effectiveness of capabilities following acquisition because it increases the 
acquiring firm’s openness to new external knowledge, their ability to recognize best practices in 
the target firm, and their ability to manage their relationship with the target to facilitate transfer.  
Likewise, internally-oriented absorptive capacity plays a critical role in increasing effectiveness 
in capabilities by helping the acquiring firm to develop social capital between the acquiring and 
target firms, facilitate collaboration and communication between the target and acquirer, provide 
the acquirer with routines for sharing knowledge and best practices, and enhancing the flexibility 
of the firm’s capabilities and firm members.   
Not only do high levels of internally- and externally-oriented absorptive capacity increase 
the likelihood that the acquiring firm successfully transfers best practices or augments existing 
capabilities with those of the target, but it also decreases the negative impact acquisition can 
have on the effectiveness of capabilities.  Research has shown that the organizational fit and 
strategic fit between the acquirer and target contributes to acquisition performance (Datta, 1991; 
Stahl and Voigt, 2008; Hitt et al., 1998; Singh and Montgomery, 1987) and lead to fewer 
disruptions (Haspeslagh and Jemison, 1991).  By providing the firms with routines to assess 
external knowledge, externally-oriented absorptive capacity may reduce the disruption of 
acquisition to existing capabilities by increasing the likelihood that the target firm is an 
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appropriate fit both in terms of the capabilities it provides and the organizational culture it 
possesses.  Second, externally-oriented absorptive capacity is likely to decrease the disruption to 
existing capabilities by providing the acquirer with collaboration routines to facilitate 
communication and collaboration between the target and acquirer.  These collaborative routines 
are likely to decrease the tension and resentment with both the acquirer and target (Larsson and 
Finkelstein, 1999; Graebner, 2004).  Furthermore, these collaborative routines may help to 
decrease the time that it takes to effectively integrate units, thus decreasing the length of time 
constituents must endure uncertainty and postpone important decisions concerning reinvesting in 
capabilities (Ranft and Lord, 2002; Graebner, 2004; Haspeslagh and Jemison, 1991). 
Furthermore, internally-oriented absorptive capacity decreases the potential for 
acquisition to negatively impact the effectiveness of capabilities by helping the acquiring firm to 
manage the incoming knowledge.  First, internally-oriented absorptive capacity provides the 
acquirer with the capabilities to identify where in the organization the new knowledge is most 
relevant and provides the acquiring firm members a clear understanding of roles and 
responsibilities concerning the new knowledge.  Thus, managing the new knowledge is less 
likely to disrupt peripheral areas of organization (Haspeslagh and Jemsion, 1991).  Furthermore, 
internally-oriented absorptive capacity is likely to help shield a firm from disruptions of 
acquisition and negatively impact the effectiveness of their capabilities by providing 
organization members with a clear understanding of the organization’s goals with regard to the 
acquisition (Greenwood et al., 1994).  Additionally, because firms with high internally-oriented 
absorptive capacity are more flexible and receptive to incorporating new knowledge into their 
routines, the new knowledge provided by the target presents less of a disruption to the acquirer’s 
existing capabilities.  Consequently, the following hypothesis is offered. 
 
H5d: When internally-oriented absorptive capacity is high and externally-oriented absorptive 
capacity is high, the value of the change in effectiveness will be positive. 
  
While both externally-oriented absorptive capacity and internally-oriented absorptive 
capacity play a role in improving the effectiveness of capabilities following acquisition, the 
dominance of one form of absorptive capacity at the expense of the other may have unintended 
and sometimes harmful consequences for the acquiring firm (Cohen and Levinthal, 1990).  For 
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instance, high levels of internally-oriented absorptive capacity may take on an altogether 
different character with low levels of externally-oriented absorptive capacity than when coupled 
with high levels of externally-oriented absorptive capacity.  Firms with high externally-oriented 
absorptive capacity are constantly searching for and exposed to new, external knowledge.  
Consequently, socialization and knowledge sharing routines associated with internally-oriented 
absorptive capacity serve to assist the firm in absorbing the external knowledge and combining 
the new knowledge with their existing knowledge.  However, when firms lack externally-
oriented absorptive capacity and thus have less exposure to new, external knowledge, the 
socialization and knowledge sharing routines associated with strong internally-oriented 
absorptive capacity are more likely to serve to develop strong norms for behavior and 
programmed responses (Jensen et al., 1995; Nahapiet and Ghoshal, 1998).  In turn, these strong 
norms for behavior and programmed responses guide the search for new information and limit 
the number of potential sources considered (March, 1991; Jones, 1986; Ashforth and Saks, 1996; 
Jansen et al., 1995).  Consequently, these programmed responses limit the extent of trial-and-
error learning that often results in new insights (March, 1991).  Furthermore, to the extent that 
the firm develops programmed responses and limits the search for new knowledge, the firm is 
more likely to become isolated from external jolts that cause firm members to question norms 
and practices (Tripsas and Gavetti, 2000). 
As a result, firms that have strong internally-oriented absorptive capacity but weak 
externally-oriented absorptive capacity are likely to favor internal knowledge and dismiss or 
overlook externally generated knowledge causing firms to suffer from NIH syndrome.  Over 
time, these firms become blind to potentially valuable sources of external information.  As a 
result, firms with strong internally-oriented absorptive capacity and weak externally-oriented 
absorptive capacity are likely to overlook the possibility for the target to contribute valuable 
knowledge to the acquiring firm and limit the extent to which it attempts to transfer knowledge 
possessed by the target.  Furthermore, without a culture open to new external knowledge, the 
strong socialization practices in place in these firms are likely to serve to isolate the acquiring 
firm from the difficulties associated with integration and knowledge transfer.  
In the long-run, it is expected that these firms become overly narrow and simple as they 
neglect to incorporate externally generated knowledge.  However, it is expected that in the short-
run the effectiveness of these firms’ capabilities will be relatively unaffected by acquisition.  
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First, because these firms lack externally-oriented absorptive capacity and do not have the 
processes in place to facilitate the recognition and acquisition of external knowledge, these firms 
are more likely to overlook important knowledge that resides in the target firm.  Consequently, 
firms with low externally-oriented absorptive capacity are less likely to benefit from the 
knowledge possessed by the target.  Second, the low externally-oriented absorptive capacity 
coupled with the high internally-oriented absorptive capacity promotes strong socialization 
practices, programmed behaviors, and a strong preference for internally generated knowledge.  
In essence, these socialization practices are likely to serve to isolate the firm from the difficulties 
associated with integration and knowledge transfer from the target firm.  Consequently, it is 
likely that the day-to-day operations of these firms are less likely to be impacted by the 
disruption presented by acquisition integration.  Accordingly, the following hypothesis is 
presented. 
 
H5e: When internally-oriented absorptive capacity is high and externally-oriented absorptive 
capacity is low, the value of the change in effectiveness will be near zero. 
 
Alternatively, firms with low internally-oriented absorptive capacity are more likely to 
face greater limitations in their ability to benefit from acquisitions.  Research suggests that firms 
must excel at internal learning before learning from external sources (Cohen and Levinthal, 
1990; Bierly and Chakrabarti, 1996).   First, firms deficient in internally-oriented absorptive 
capacity may find it difficult to understand and interpret the knowledge offered by the target 
(Bierly and Chakrabarti, 1996).  Thus, firms will have greater difficulty utilizing the knowledge 
provided by the target.  Furthermore, to effectively utilize the knowledge offered by the target 
firms must be able to disseminate and recombine the knowledge with existing knowledge.  This 
capability has been termed architectural competence (Henderson and Cockburn, 1994) and 
recombinative capability (Kogut and Zander, 1992) and has been associated with the firm’s 
ability to develop new skills and adapt processes (Kogut and Zander, 1992; Henderson and 
Cockburn, 1994; Volberda, 1992).  Without these skills it is unlikely that the firm successfully 
recombines the knowledge of target with the acquirer’s existing knowledge.  Additionally, these 
firms may lack an internal champion to facilitate the transfer of important knowledge between 
the target and acquirer.   
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Moreover, while the lack of internally-oriented absorptive capacity decreases the 
likelihood that the acquiring firm will increase their effectiveness, it also increases a firm’s 
vulnerability to the difficulties associated with acquisition.  As acquisition presents a variety of 
integration challenges, the firm will be forced to deal with the day-to-day operations of 
integration diverting resources away from the development of capabilities (Lei and Hitt, 1995).  
Thus, managerial attention is diverted from the reinvestment in the acquirer’s existing 
capabilities. Additionally, researchers have suggested that as acquisition increases the acquirer’s 
debt position, increases the complexity of the organization, and adopts more financial controls as 
opposed to strategic controls, managers become more risk averse and adopt a more short-term 
time orientation (Hitt et al., 1990; Hitt et al., 1991; Hitt et al., 1996).  Firms with high internally-
oriented absorptive capacity are likely to possess routines to reward managers for projects with 
longer time horizons that bear greater uncertainty and are more strategic in nature, while those 
with weak internally-oriented absorptive capacity are less likely to possess routines to reward 
managers for projects with longer time horizons that bear greater uncertainty and are more 
strategic in nature (Hoskisson, Hitt and Hill, 1991).  These administrative practices are more 
likely to shelter the firm from common changes in the firm following acquisitions that make the 
firm less accepting of risk and more inclined to adopt financial controls.  Consequently, firms 
with weak internally-oriented absorptive capacity are more likely to adopt financial controls, 
become less accepting of risk, and assume shorter time horizons and thus are less likely to 
continue to invest in the development of their capabilities.  Furthermore, researchers have 
suggested that as the firm becomes larger and more complex, the top management team becomes 
more diverse and more likely to disagree about which capabilities to develop (Lei and Hitt, 
1995).  Firms with high internally-oriented absorptive capacity are more likely to have a clear 
understanding of their inventory of capabilities and which capabilities are important to develop.  
Thus, firms with high internally-oriented absorptive capacity would be less vulnerable to these 
changes in the organization, while firms with low internally-oriented absorptive capacity would 
be more likely experience these difficulties associated with the acquisition.  Consequently, it is 
expected that regardless of the level of externally-oriented absorptive capacity, firms with low-
internally oriented absorptive capacity will be more susceptible to the damaging effects of 
acquisition on the acquirer’s capabilities.  Accordingly, the following hypothesis is presented.    
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H5f: When internally-oriented absorptive capacity is low, the value of the change in 
effectiveness will be negative at both high and low levels of externally-oriented absorptive 
capacity. 
3.3.3  Impact of Capabilities Renewal on Future Expansion Decisions 
As discussed earlier, past research impacts a firm’s subsequent growth strategy.  While 
some researchers have argued that acquisitions assist a firm in adaptation and growth by 
complementing their ability to grow organically (Vermeulen and Barkema, 2001; Prabhu et al., 
2005; Hagedoorn and Duyster, 2002), other researchers have suggested that the inherent nature 
of acquisitions inhibits a firm’s ability to grow through internal means and as a result (Lei and 
Hitt, 1995), acquisitions lead firms to pursue future acquisitions to acquire new products or 
markets in lieu of generating new products or markets through internal means (Blonigen and 
Taylor, 2000).  Research by Penrose (1959) and Wernerfelt (1984) suggests that firms’ unused or 
surplus resources may explain managers’ expansion decisions.  By evaluating the firm’s 
resources and capabilities, researchers may have insights into managers’ decisions regarding how 
to expand, what resources to develop, and how to build new resources (Wernerfelt, 1984).  
Consequently, it is proposed that the change in a firm’s capabilities following acquisition will 
impact their choice to pursue subsequent acquisitions and/or internal development projects by 
influencing their learning behaviors and the perceived attractiveness of the various alternatives.  
A graph of the hypothesized relationship for H7-H10 may be found in Figure 3. 
 
The Change in Capabilities and the Likelihood of Future Internal Development 
It is expected that the change in the effectiveness of capabilities from acquisition will be 
positively related to the likelihood of future internal development.  When a firm has experienced 
a decline in capability effectiveness, it struggles to apply its existing capabilities in routine day-
to-day operations.  These firms will avoid further stretching their already deteriorating 
capabilities in a new setting (Greve, 2003; Nohria and Gulati, 1996).  Additionally, as managers 
work to resolve the setback in capabilities, they have less attention to devote to seeking out 
alternative market uses for the firm’s capabilities.  Furthermore, the decline in the effectiveness 
of capabilities and the reduction in organizational slack is likely to make the firm more risk 
averse and burdened by financial pressures (D’Aveni, 1989; Greve 2003; Audia and Greve, 
2006), further decreasing the likelihood that the firm will pursue future internal development.  
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Consequently, it is likely that a decline in capabilities effectiveness following acquisition is 
associated with a low likelihood of pursuing subsequent internal development.   
Alternatively, when the firm has improved the effectiveness of its capabilities through 
acquisition, it is more likely to find new ways of leveraging those capabilities in new settings.  
Furthermore, firms that increase the effectiveness of their capabilities also increase the slack 
resources they have available to engage in trial and error learning that occurs through internal 
development (Greve, 2003; Greve and Audia, 2006).  Consequently, the following hypothesis is 
offered. 
 
H6:  When the change in effectiveness is negative, the likelihood of future internal development 
is low.  As the change in the effectiveness of capabilities becomes positive, the likelihood of 
future internal development increases. 
 
The change in the scope of capabilities following acquisitions is also likely to impact the 
likelihood of future internal development.  When firms increase the scope of their capabilities 
through acquisition, the firm has access to entirely new capabilities.  This increase in scope is 
likely to be positively associated with internal development as the acquirer experiments with new 
capabilities and discovers opportunities to combine them with their existing capabilities (Kogut 
and Zander, 1992; Nonaka, 1994).  Acquiring firms that have increased the scope of their 
capabilities increase the potential to find useful ways of recombining knowledge and finding 
distinctive new variations (Ahuja and Katila, 2002).  Furthermore, internal development allows 
the firm to exploit scale and scope economies.  Consequently, the following hypothesis is 
offered.  
 
H7: As the change in the scope of capabilities increases, the likelihood of future internal 
development increases. 
 
The Change in Capabilities and the Likelihood of Future Acquisition 
 Firms experiencing a decline in the effectiveness of their capabilities following an 
acquisition have difficulties applying their existing capabilities in their current operations.   As 
managers perceive the decline in the effectiveness of their capabilities, they are increasingly 
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likely to feel pressure to improve their capabilities and engage in problemistic search (Greve, 
2003).  At the same time, managers may recognize external market opportunities and feel 
pressure to seize fleeting market opportunities.  These pressures are likely to increase the 
attractiveness of acquisition for several reasons.  First, acquisitions may become an attractive 
mode of growth to improve their capabilities as the pool of candidates with resources superior to 
those of the acquirer’s increases.  Secondly, as managers feel the pressure to seize immediate 
market opportunities acquisitions may become increasingly attractive because of the inability of 
the firm to internally leverage their capabilities to capitalize on the opportunity.  Consequently, it 
is likely that the decline in the effectiveness of capabilities following acquisition is associated 
with a greater likelihood of subsequent acquisition.  
Alternatively, research also suggests that firms with superior resources may be more 
inclined to pursue acquisition in order to apply their superior resources to potential targets with 
underperforming assets (Bruton et al., 1994).  This position is further supported by the financial 
economics perspective, which asserts that the willingness of the acquirer to pay a premium for 
the target is driven by their recognition that the target is underperforming (Jensen and Ruback, 
1983).  Thus, the acquiring firm is willing to pay a premium because they can better manage the 
purchased assets.  Furthermore, research by Capron and Pistre (1999) found that abnormal 
returns were associated with the transfer of resources from an acquirer to the target.  These 
authors proposed that the idiosyncratic resources possessed by the acquirer and the acquirer’s 
ability to apply those resources in the target’s operations were the source economic rents through 
acquisition.  Thus, research suggests that an increase in the effectiveness of the firm’s resources 
will also lead to an increased likelihood of acquisition as the increase in effectiveness increases 
the pool of potential targets with inferior capabilities. 
However, firms that have only modestly improved the effectiveness of their capabilities 
will be likely to find acquisition increasingly unattractive.  As stated earlier, because of the 
firm’s improvement in the effectiveness of their capabilities, it is more likely to have superior 
resources vis-à-vis acquisition candidates, diminishing the attractiveness of acquisition. 
However, the modest improvements in the effectiveness of their capabilities reduce the 
likelihood that they may be effectively redeployed in the targets to enhance target performance.  
Thus, modest improvements in the effectiveness of capabilities are likely to reduce the 
willingness of managers to pay a premium for a potential acquisition target.  Finally, managers in 
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firms that have experienced only modest improvement in the effectiveness of capabilities 
following acquisition may feel more inclined to avoid the costs and disruption of acquisition and 
instead, exploit their strengthened capabilities.  Consequently, it is suggested that only modest 
increases in the effectiveness of the acquirer’s capabilities is associated with a low likelihood of 
subsequent acquisition.  Thus, it is expected that the likelihood of subsequent acquisition has a 
U-shaped relationship with the change in effectiveness of capabilities.  
 
H8: When the change in effectiveness of capabilities is negative, the likelihood of future 
acquisition is high, and as change of effectiveness increases to zero the likelihood declines. As 
the change in the effectiveness increases and becomes more positive, the likelihood of 
acquisition increases.   
 
 The change in the scope of the acquirer’s capabilities following acquisition is likely to 
reduce the likelihood of subsequent acquisition.  Research suggests that firms benefit from 
having a period of time lapse between projects (Eisenhardt and Brown, 1997; Gersick, 1994).  
For example, Hayward (2002) found that the relationship between the time elapsed between a 
focal acquisition and the most recent, prior acquisition took on an inverted-U shaped with the 
focal acquisition performance. Consequently, he proposed that when too long a time period has 
passed, the firm will have greater difficulty recalling the lessons from acquisition andthat when 
too little time has passed the lessons from acquisition have not had time to take root or be 
applied.  This effect is likely to be amplified when the focal acquisition involves capabilities that 
are entirely new to the acquirer as the acquiring firm takes time to understand the new 
capabilities, discover how the new capabilities may be used, and assign responsibility for the 
new capabilities before engaging in future acquisitions. 
 Furthermore, to access the resources from the target, the acquiring firm is likely to have 
pursued greater integration (Larsson and Finkelstein, 1999; Ranft and Lord, 2002).  Research 
suggests that the speed with which a firm pursues integration is positively related to their ability 
to successfully leverage the target’s capabilities (Ranft and Lord, 2002).  Additionally, research 
by Inkpen et al. (2002) suggests that integration that proceeds too slowly may lead the acquirer 
to miss out on potential opportunities to leverage the target’s capabilities.  Research also 
suggests the need to carefully manage communication between the acquirer and target to 
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preserve and tap the new knowledge available in the target (Ranft and Lord, 2002; Greenwood et 
al., 1994).  Thus, it is expected that managers’ need to carefully and actively manage the 
integration and ongoing communication between the acquirer and target to increase the scope of 
capabilities will negatively impact the likelihood of future acquisitions.  Therefore, it is expected 
that the increase in scope of capabilities will have a negative impact on the likelihood of future 
acquisition in the short-term. 
 
H9: As the change in the scope of capabilities increases, the likelihood of future acquisition 
decreases. 
3.3.4  Impact of Capabilities Renewal on Post-acquisition Performance 
 The dynamic capabilities perspective suggests that one way managers create economic 
rents is by designing and constructing capabilities to enhance the productivity of the resources 
the firm has in its possession (Teece et al., 1997; Makadok, 2001; Sirmon et al., 2007).  Under 
this paradigm, the manager’s primary role is that of architect in the building and configuring of 
capabilities to provide the firm with a distinct competence in creating value for the customers 
over that possessed by competitors (Makadok, 2001; Sirmon et al., 2007).  Consequently, it is 
expected that acquisitions will contribute to firm performance to the extent that they contributed 
to the renewal of firm capabilities. 
 Research has suggested that one way that firms build capabilities is to increase the 
effectiveness of their capabilities by extending or elaborating on their current capabilities 
(Siromon et al., 2007). By increasing the effectiveness of their existing capabilities, firms may 
create new value for customers or maintain the current value produced by capabilities.   
Additionally, as firms increase the effectiveness of their capabilities, they become more 
operationally efficient leading to an increase in profit margins.  Consequently, as the firm 
increases the effectiveness of its capabilities through acquisition, the likelihood increases that the 
firm will produce a distinctive competence in providing value to customers that is superior to the 
value generated by competitors. 
 
H10: As the change in effectiveness of an acquirer’s capabilities increases, post-acquisition 
performance will increase. 
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 Research suggests that another way that firms build capabilities is by developing 
completely new capabilities (Karim and Mitchell, 2000; Sirmon et al. (2007).  Building 
completely new capabilities is likely to contribute to performance by creating new opportunities 
to serve current customers or new customers in different markets or market segments.  For 
example, firms may develop entire new product capabilities that allow the firm to increase 
performance by providing new products for current customers.  Additionally, firms may develop 
entirely new customer capabilities that allow the firm to increase performance by providing new 
customer groups with existing products.  Likewise, the firm may build entirely new product and 
customer capabilities to provide new products to new customer groups.   
Building entirely new capabilities may also enhance performance by helping firms cope 
with changes in the environment and take advantage of opportunities in the environment 
(Makadok, 2001).  By building entirely new capabilities, the firm may enhance performance by 
improving the fit of the firm with the external environment (Helfat et al., 2007; Uhlenbruck, Hitt, 
and Semadeni, 2006).  Consequently, it is suggested that the increase in the firm’s scope of 
capabilities following acquisition is positively related to post-acquisition performance. 
 
H11:  As the change in the scope of an acquirer’s capabilities increases, post-acquisition 
performance will increase. 
3.4   SUMMARY 
 This chapter addresses several unresolved research issues concerning the role of 
acquisitions in capabilities renewal.  First, this research addresses the nature of the influence of 
past acquisition experience on capability renewal by examining its impact on the acquiring 
firm’s absorptive capacity.  Furthermore, this dissertation advances a model in which a firm’s 
cumulative acquisition experience is examined with regards to its overall growth strategy.  Prior 
research has implied that a firm’s past experience with acquisitions and internal development 
impact capabilities renewal from acquisition.  This dissertation advances this research by 
accounting for a firm’s past acquisition and internal development experience and that 
experience’s subsequent impact on the development of absorptive capacity.  By offering 
absorptive capacity as the factor that links prior experience to capability renewal, this 
dissertation provides a more complete understanding of the impact that past experience has on 
the success a firm experiences from subsequent acquisitions.  
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Second, this dissertation advances capabilities renewal research by examining capabilities 
renewal both in terms of increasing the scope of capabilities as well as the effectiveness of 
capabilities.  By accounting for these different dimensions of capabilities renewal, this 
dissertation begins to reconcile conflicting perspectives concerning how the change in 
capabilities following acquisition impacts the firm’s future decisions regarding acquisitions and 
internal development.   
Finally, while past research is also mixed regarding the impact of acquisition on firm 
performance, this research advances acquisition research by explicating the role of capabilities 
renewal on post-acquisition performance. 
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CHAPTER 4  RESEARCH METHODS 
 
This dissertation empirically examines the relationships between cumulative acquisition 
and internal development experience, the development of absorptive capacity, the renewal of 
capabilities through subsequent acquisitions, and subsequent acquisition performance.  This 
chapter explains the methodology used to identify the research sample, collect data, and 
operationalize constructs.  Section 4.1 explains the procedure utilized to identify a population of 
interest and sample.  Next, Section 4.2 provides a detailed explanation of the independent, 
dependent and control variables and how the variables are measured. Then, Section 4.3 outlines 
the procedures used to modify and pretest a survey utilized by Jansen, Van den Bosch and 
Volberda (2005) in their study of the antecedents to absorptive capacity published in the 
Academy of Management Journal. Section 4.4 describes data collection procedures.  Lastly, 
Section 4.5 presents the statistical methods used to test the hypotheses. 
4.1 POPULATION AND SAMPLE 
 The nature of the research question and the method employed to test the research 
question places several constraints on the selection of a population of interest and of a final 
sample.  First, the study’s research questions require that the population of interest consist of 
firms who have recently acquired a target firm.   
Second, the research objective requires a setting in which industry structure does not 
require that firms pursue only acquisitions or only internal development.  For example, industries 
in which regulatory policies prohibit all acquisitions or industries in which scale economy 
conditions necessitate the use of only acquisitions would not be an appropriate population.  
Firms facing these exogenous constraints do not have the same opportunity to select between 
acquisition and internal development. 
 Third, because the hypotheses involve predicting the impact that various levels of 
acquisition and internal development impact the development of absorptive capacity, the ideal 
population consists of an industry in which firms have a deal of variation among one another in 
the intensity with which they pursue acquisitions and/or internal development.   
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 Fourth, to assess the impact of cumulative acquisition and internal development 
experience it is necessary to control for the confounding effect that the type of acquisition has on 
acquisition performance.  While theoretical support is much stronger than existing empirical 
support, research suggests that how acquisition is related to a firm’s existing line of business 
impacts acquisition performance, the opportunities for capabilities renewal, and the impact on 
absorptive capacity (Rumelt, 1974; Montgomery and Singh, 1984).  Therefore, the ideal 
population consists of a group of firms who have pursued  a similar type (i.e. related, unrelated, 
vertical) of acquisition to control for potential differences in outcomes of acquisitions that are 
due to the type of acquisition and not the firm’s previous experience with acquisitions and 
internal development or absorptive capacity.   
The ideal population consists of firms that have pursued horizontal acquisitions.  
Horizontal acquisitions involve an acquirer and a target that operate in the same industry.  
Horizontal acquisitions are an ideal population because horizontal acquisitions not only provide 
firms with an opportunity to improve capabilities and absorptive capacity, but also present 
significant challenges for integration.  For example, Capron, Dussauge, and Mitchell (1998) 
found that horizontal acquisitions provide a significant opportunity to improve capabilities by 
redeploying resources between the target and acquirer to augment capabilities in which the 
recipient of the redeployment was weak.  Horizontal acquisitions are an ideal type of acquisition 
to impact capabilities renewal because of the increased likelihood that the target’s capabilities 
will be applicable to the parent.  Furthermore, horizontal acquisitions are likely to impact a 
firm’s absorptive capacity because of the increased likelihood of coordination between the target 
and acquirer in horizontal acquisitions.  Haspeslagh and Jemison (1991) found that an 
acquisition’s long-term impact on organization learning was associated with new patterns of 
coordination between operating units in the target and acquirer.  Additionally, while horizontal 
acquisitions provide a context in which firms can experience capabilities renewal, the integration 
challenges associated with integrating firms in the same line of business also present unique 
challenges causing some firms to suffer from the acquisition.  For example, Haspeslagh and 
Jemison (1991) found that acquisitions may fail when managers in the acquiring firm believe 
their practices to be superior to the target’s and reject knowledge that may be obtained from the 
target.  Furthermore, Haspeslagh and Jemison (1991) found that a high degree of integration 
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between the target and acquirer often leads to the destruction of value in the target by causing 
unwanted turmoil and resentment among target employees.   
 Fifth, the need to quantify and categorize firms according to their historical growth 
strategy requires that the population consist of firms for which a large amount of historical data 
is available.  Furthermore, standardized data is necessary to mitigate the risks that differences in 
growth strategy designations are due to reporting differences rather than actual differences in 
internal development and acquisition experience.  
 After considering various alternatives and the study requirements described above, the 
banking industry was chosen for this study.  Several factors make the banking industry a ideal 
population of interest.  First, the widespread use of acquisitions in the industry, and in particular 
the use of horizontal acquisitions, makes the banking industry a particularly suitable population.  
Secondly, the banking industry’s use of both de novo entry into new markets and acquisition 
entry into new markets makes the industry particularly desirable for study.  Third, because the 
banking industry is highly regulated at the state and national level, extensive, reliable, uniform, 
archival data is widely available for firms in the industry.  Fourth, the size of the banking 
industry makes the industry particularly attractive given the limitations presented by the study 
design.   
 Given these advantages, banking institutions having executed an acquisition of another 
bank were identified as the target population.  The final sample consists of U.S. banks 
completing an acquisition (i.e. an acquisition effective date) of another bank between October 
31, 2004 and October 31, 2006.  The date range October 31, 2004 and October 31, 2006 was 
selected because it ensures that enough time has passed to assess the success of an acquisition 
while not requiring executives to recall the too distant past, thereby reducing recall bias (Capron 
1999; Datta, 1991).  Furthermore, the date range selected ensures that enough time has passed so 
that firms have begun to execute future growth strategies, an aspect of the research model (Datta, 
1991; Capron, Mitchell, and Dussauge, 1998).   
To obtain the sample, archival data from the SDC Platinum database was used.  SDC 
Platinum consists of acquisitions made by both privately- and publically-held companies across 
all industries.  From SDC Platinum, all deposit institutions completing acquisitions between 
October 31, 2004 and October 31, 2006 were identified.  Next, this dataset was limited to 
acquisitions involving (1) U.S. acquirers and targets, (2) full ownership transfer, (3) completed 
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acquisitions, and (4) acquirers and targets with primary SIC codes 6021, 6022, 6029, 6035, 6036, 
6712, and 6719.  The SIC codes included in the analysis include national commercial banks 
(6021), state commercial banks (6022), commercial banks (6029), federally chartered savings 
institutions (6035), non-federally chartered savings institutions (6036), and bank holding 
companies (6712 and 6719).  Next, the FDIC website was used to run a report of banks 
completing acquisitions between October 31, 2004 and October 31, 2006.  This report includes 
institutions insured by the FDIC that were the merged into other FDIC insured institutions.  This 
report was cross-referenced with the SDC Platinum report to delete duplication.  Based on this 
methodology the final population was 986 acquisitions representing 663 institutions.   
A power analysis was conducted to determine the necessary sample size.  This analysis 
was conducted to test the power of a single predictor in a regression equation with six total 
predictors.  This analysis was conducted using low effect size (partial R2=0.05, effect size=0.05) 
and moderate (partial R2=0.1, effect size=0.11) effect sizes, and given the additional parameters 
of α=0.05 and power=0.95.  Given a low and moderate effect size, the sample size would need to 
be 249 and 119, respectively.  Estimating a potential response rate between 10% and 20%, it was 
determined that the entire population would be included in the initial sample.  
Additionally, to test hypotheses 1a through 3b concerning the relationship between 
historical acquisition/internal development experience and absorptive capacity, it was necessary 
to include not only the banks that conducted acquisitions during the time frame discussed above, 
but also banks that did not conduct acquisitions during the time frame to avoid a self selection 
bias.  Therefore, a subsample of banks was identified to include in the statistical tests for 
hypotheses 1a through 4b.  This subgroup consists of U.S. banks with primary SIC codes 6021, 
6022, 6029, 6035, 6036, 6712, and 6719 that did not pursue acquisition between October 31, 
2004 and October 31, 2006.  The total number of banks that met those criteria was 7,768.   Of 
those 7,768 institutions, 700 institutions were selected at random and included in the initial 
sample. 
4.2  MEASURES AND DATA SOURCES 
4.2.1 Independent Variable 
Cumulative Acquisition and Internal Development Experience 
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 To test hypotheses 1a to 3b, the independent variables acquisition and internal 
development were used in a regression equation to predict the absorptive capacity. Then, 
regression results were used to test for the predicted level of absorptive capacity at particular 
points of internal development and acquisition that corresponded to the three growth strategies 
outlined.   
Using FDIC historical data, internal development experience was measured by a count of 
de novo entry into new MSAs over the ten years prior to the focal acquisition.   The process of 
entering a new market involves recombining and leveraging a firm’s existing resources while 
incorporating new knowledge into the organization.  As banks enter new markets, they are often 
forced to incorporate structural and process changes into the organization to adapt to the new 
marketplace in which they plan to compete.  Furthermore, de novo entry into new markets 
provides a firm with the opportunity to incorporate new knowledge into the organization.  
FDIC historical data was also used to measure acquisition experience which was the 
count of acquisitions a firm made in the ten years prior to the focal acquisition.  Acquisitions 
were only included in the count if the bank acquired an entire banks. 
The ten year time frame was established because it dated back far enough so that the firm 
had an opportunity to realize the effects of acquisition and internal development on 
organizational factors that would impact absorptive capacity such as structure, management 
systems, and culture while at the same time ensuring that the date range did not extend too far 
back as to incorporate past acquisitions or internal development projects whose effects on 
organizational factors that would impact absorptive capacity had long faded.  Firms included in 
the sample made acquisitions between October 2004 and October 2006 so as an example, past 
acquisition and internal development experience between 1995 and 2004 was used to measure 
experience for those firms that did acquisitions in 2004.  Additionally, this ten year time frame 
was consistent with prior research measuring past experience (Hayward, 2001; Haleblian and 
Finkelstein, 1999).  When a sample bank had not been in existence for 10 years prior to its focal 
acquisition, all the years prior to the focal acquisition in which the bank had been in existence 
were included for analysis.  Data was collected through FDIC historical records. 
The hypotheses testing the impact of a pure acquisition growth strategy on absorptive 
capacity were tested using the regression equation to predict absorptive capacity at high levels of 
acquisition (i.e. 1 standard deviation above the mean) and zero internal development projects.  
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Likewise, hypotheses testing the impact of a pure internal development growth strategy on 
absorptive capacity were tested using the regression equation to predict absorptive capacity at 
high levels of internal development (i.e. 1 standard deviation above the mean) and zero 
acquisitions.  Hypotheses examining the effects of a mixed use strategy were tested using the 
regression equation to predict absorptive capacity at high levels of internal development (i.e. 1 
standard deviation above the mean) and high levels of acquisition (i.e. 1 standard deviation 
above the mean).  These levels were selected because they reflect an intensity level expected of 
firms that were pure representations of the strategies outlined. 
4.2.2 Dependent Variables 
Absorptive Capacity 
 A second construct in the research model is absorptive capacity.  Relying on earlier work 
by Zahra and George (2002), absorptive capacity is defined as a “set of organizational routines 
and processes by which firms acquire, assimilate, transform, and exploit knowledge to produce a 
dynamic organizational capability (pg. 190).”  Furthermore, this dissertation adopts Zahra and 
George’s (2002) perspective that acquisition and assimilation capabilities are dimensions of 
“potential” absorptive capacity—or externally-oriented absorptive capacity as termed in this 
dissertation--and that transformation and exploitation capabilities are dimensions of “realized” 
absorptive capacity—or internally-oriented absorptive capacity as termed in this dissertation.  
Thus, potential and realized capacities constitute a firm’s overall absorptive capacity.    
 Despite the widespread use of the absorptive capacity construct, researchers continue to 
debate its use and measurement.  The measurement of absorptive capacity varies widely in the 
literature making it unclear whether the various measures converge to capture the same 
construct.  Much of the past work on absorptive capacity builds on Cohen and Levinthal’s (1990) 
cognition-based emphasis on prior knowledge to explain absorption of future knowledge.   As a 
result, much of the absorptive capacity research has measured absorptive capacity as a firm’s 
knowledge base as measured by patents (e.g. Ahuja and Katila, 2001; Mowery, Oxley, and 
Silverman, 1996) or R&D intensity (Cohen and Levinthal, 1990; Meeus, Oerlemans, and Hage, 
2001).  Others have attempted to capture the capabilities aspect of absorptive capacity by using 
proxies such as age (Rao and Drazin, 2002; Sorenson and Stuart, 2000) and size (Mowery et al., 
1996) suggesting older and/or larger firms are more likely to have accumulated knowledge and 
developed routines to absorb and utilize new knowledge. Additionally, researchers have 
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attempted to more directly measure these capabilities by examining compensation policies, 
dominant logic, and knowledge sharing routines. (e.g. Lane and Lubatkin, 1998, Szulanski, 
1996; Lane, Salk and Lyles, 2001).   
More recently, Jansen et al. (2005) also directly measure absorptive capacity through a 
rigorously tested and validated survey.  This survey was designed to capture the four dimensions 
of absorptive capacity—acquisition, assimilation, transformation, and exploitation—
distinguished in this research.  Therefore, it was determined that the Jansen et al. 2005 survey 
and measure of absorptive capacity would best meet the demands of this research.  However, 
while Jansen et al. (2005) measure absorptive capacity at the unit level, this dissertation captures 
absorptive capacity at the organization level.  Therefore, the Jansen et al. (2005) survey had to be 
modified to capture absorptive capacity at the organizational level of analysis.  A detailed 
discussion of the survey redesign and validation is presented in Section 4.3 
 
Capabilities Renewal 
 In this dissertation capabilities renewal is defined as building new or replenishing 
existing capabilities and resources.  Furthermore, this research distinguishes between changing 
the scope of a firm’s capabilities and changing the effectiveness of capabilities. The former 
involves acquiring new capabilities that the firm does not currently possess, while the latter 
involves improving existing capabilities.  Drawing from Bowman and Helfat’s (2001) work on 
corporate strategy and corporate effects, it is proposed that corporate capabilities may include 
such items as core competencies spanning businesses; managerial ability including plans, 
decisions, goal setting; organizational structures; organizational climate; and systems of planning 
and control.  Furthermore, it is proposed that business level capabilities consist of those 
capabilities that make up a firm’s value chain (Porter, 1985). 
 An extensive search was conducted of archival sources to find a secondary measure of 
capabilities renewal.  However, this exhaustive search revealed no such source.  Therefore, it 
was determined that measuring the construct through secondary measures was not realistic and a 
primary measure of capabilities renewal was necessary.  Consequently, the researcher conducted 
a series of interviews with industry analysts and bank executives to develop a list of capabilities 
possessed by banks and questionnaire to capture a change in bank capabilities. 
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 During interviews bank managers consistently made a distinction between revenue-
generating capabilities and operating capabilities.  Additionally, as bank managers discussed the 
impact of acquisitions on capabilities, bank managers also made a distinction between the effect 
on revenue-generating and operating capabilities and the overall impact on the TMT’s ability to 
manage the organization.  Thus, through interviews it became apparent that banks managers 
commonly think of their capabilities in terms of revenue-generating capabilities, operating 
capabilities, and management capabilities.  Consequently, additional interviews and research was 
conducted to generate a list of capabilities for these various categories that capture the most 
fundamental capabilities to bank success.  A list of these capabilities is provided in Table 2.   
Two methods were employed in a questionnaire to assess the change in scope and 
effectiveness of capabilities from acquisition.  In the first method, managers were asked to assess 
the change in scope and effectiveness of capabilities identified in the interviews discussed above.  
In the second method, managers were asked to assess the scope of the bank’s capabilities at the 
time of acquisition and the scope of the bank’s capabilities 2 years after the acquisition.  This 
method provided a measure of the scope of capabilities at two points in time.  Past research has 
shown differences in individuals’ assessment of change in a particular variable when asked (1) to 
assess the change in the variable, and (2) to assess the particular variable at two different points 
in time.  A more detailed discussion of the survey development is presented in Section 4.3 
 
Post-acquisition Performance 
 This dissertation is specifically concerned about post-acquisition performance from the 
acquiring firm’s perspective.  Consequently, the acquiring firm’s financial post-acquisition 
performance is examined.  This dissertation utilizes two measures of performance.  First, 
consistent with previous work by Zollo and Singh (2004) concerned with post-acquisition 
financial performance of acquirers in the banking industry, this dissertation utilizes return on 
assets as a measure of post-acquisition financial performance.  Post-acquisition performance was 
measured as the difference between the ROA of the acquiring firm 3 years after an acquisition 
effective date and 1 year before the acquisition effective date.  Measuring post-acquisition 
financial performance 3 years after an acquisition ensures that at least 3 years has passed since 
the acquisition to manage integration challenges and provides another year to measure the 
financial changes in the acquiring firm resulting from the acquisition.   
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 Following Zollo and Singh (2004), this research also controls for competitive conditions 
in the industry by adjusting the acquiring bank’s ROA against the performance of other banks in 
the industry.  Thus, the equation used to measure post-acquisition performance is illustrated 
below. 
Post-acquisition performance (change in ROA) 
= (ROA i,t+3 – ROA c,t+3)– (ROA i,t-1 – ROA c,t-1) 
 
where t is the acquisition effective date for acquiring bank i.  ROA i,t+3 and ROA i,t-1 is the return 
on assets of acquiring bank i in years t + 3 and t – 1, respectively and ROA c,t+3 and ROA c,t-1 is 
the mean average return on assets of banks in the industry in years t + 3 and t – 1, respectively. 
 Accounting data for the individual, acquiring banks and all banks in the industry were 
collected from Federal Reserve Call reports and accounting data from FDIC quarterly banking 
profiles.    
 The second measure used to test post-acquisition performance was growth in U.S. market 
share based on deposits.  The following calculation was used to measure the change in market 
share.  	
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where t is the acquisition effective date for acquiring bank i, MS
 i, t+2 and MSi, t is the market 
share for acquiring entity i in years t + 3 and t, respectively, MSy is the market share for any bank 
other than the focal target acquired by bank i during the two years after focal acquisition 
effective date, and MSa,t is the market share for the focal target a in year t. 
  
Future Acquisition 
 To test the likelihood of future acquisitions, the acquisition database, Lexus Nexus news 
articles, Federal Reserve Data, and FDIC data were analyzed to trace all acquisitions the 
acquiring firm makes in the 3 years following the acquisition effective date.  When the acquiring 
firm conducted at least 1 acquisition during the 3 years after the acquisition effective date, the 
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future acquisition variable was coded as ‘1.’  When the acquiring firm did not conduct any 
acquisitions in the 3 years following the acquisition effective date, the future acquisition variable 
was coded as ‘0.’ 
 
Future Internal Development 
To test the likelihood of future internal development, the acquisition database, Lexus 
Nexus news articles, Federal Reserve Data, and FDIC data were analyzed to trace all branch 
entries into new markets that the acquiring firm makes through de novo entry, in the 3 years 
following the acquisition effective date.  When the acquiring firm entered at least 1 new market 
through de novo entry during the 3 years after the acquisition effective date, the future internal 
development variable was coded as ‘1.’  When the acquiring firm did not enter any new markets 
through de novo entry in the 3 years following the acquisition effective date, the future internal 
development variable was coded as ‘0.’ 
4.2.3 Control Variables 
Target’s pre-acquisition performance 
A survey question was included to assess the quality of the target’s resources to control 
for the target firm’s pre-acquisition performance.  Following Zollo and Singh (2004) respondents 
were asked about the performance level of the target bank prior to the acquisition.  Prior 
performance not only has an indirect effect on post-acquisition performance by influencing the 
likelihood that the target’s top management team is retained (Cannella and Hambrick, 1993), but 
also directly effects post-acquisition performance (Zollo and Singh, 2004).  This survey question 
had a scale of ‘-2’ (the acquired institution was bankrupt), ‘-1’ (the acquired institution was a 
poor performer), ‘0’ (the acquired institution was an average performer), ‘+1’ (the acquired 
institution as a good performer), and ‘+2’ (the acquired institution was an outstanding 
performer).  
 
Relatedness 
 While the research design attempts to limit variation in the degree of relatedness among 
the acquisitions by using only horizontal acquisitions, variation in market relatedness likely 
impacts the performance of acquisitions.  Following research by Zollo and Singh (2004) this 
research controlled for market overlap between the acquirer and the target because of the impact 
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market overlap may have on acquisition objectives.  When acquisition involves significant 
overlap, cost efficiency objectives are likely to dominate.  Alternatively, acquisitions involving a 
target and acquirer in different markets are likely to be motivated by economy of scope 
objectives as opposed to pure cost efficiency objectives.  To control for these different motives, 
the relatedness variable for the focal acquisition was measured as market overlap as a percent of 
deposits.  These data were gathered from FDIC data. 
 
Asset Size of the Acquiring Firm 
 This research also controlled for firm size.  Firm size has been shown to influence 
absorptive capacity (Mowerly et al., 1996), organizational change (Haveman, 1993; Hannan and 
Freeman, 1984), and performance (Haveman, 1995).  Firm size was collected from the FDIC and 
calculated as the logarithm of the bank’s total assets. 
 
Relative Asset Size of the Target Firm 
 The relative size of the acquired firm has been shown to impact the performance of an 
acquisition.  Some researchers have argued that relative size of the acquired firm impacts 
acquisition performance due to the relative proportion of the merged firms’ resources that are 
likely to be occupied with integration activities (Ahuja and Katila, 2001; Cloodt et al., 2006; 
Hagedoorn and Duyster, 2002; Kapoor and Lim, 2007).  Other researchers have suggested that 
relative size is a good proxy for gains from economies of scale and scope (Seth, Song, and Pettit, 
2002).  Therefore, the relative asset size was included as a control variable.  This variable was 
calculated by dividing the target’s total assets by the acquiring firm’s total assets.  In the unlikely 
case that a target had more deposits than the acquirer, this variable was set equal to 1 to indicate 
that all of the acquiring firm’s resources were likely occupied with the integration.  
 
 
Number of Acquisitions Completed by the Acquiring Bank during the Same Year 
 Past research suggests that acquisitions made closely together are likely to impact 
performance (Hayward, 2002).  Thus, following Zollo and Singh (2004) the number of 
acquisitions completed during the same year was included as a variable to control for the 
potential for acquisitions made in the same year as the focal acquisition to impact performance. 
 95 
 
 
Acquirer Slack 
 Hitt et al. 1998 conducted a case study analysis on acquisitions and found that acquirer 
financial slack, defined as a large amount of available cash or a favorable debt position was 
associated with successful acquisitions.  Alternatively, research in the finance field suggests that 
firms with financial slack are likely to pursue projects that destroy value or create little benefit 
(Jensen, 1986).  Given the likelihood that acquirer slack impacts acquisition performance (either 
positively or negatively), acquirer slack was included as a control variable.   
Typically, slack is measured as the debt to equity ratio (which is inversely related to 
slack) (Bourgeois, 1981), however, this measure is not meaningful in a financial services setting.  
The FDIC and industry analysts commonly utilize the Tier 1 leverage ratio to measure financial 
strength. This ratio is a measure of a bank’s equity capital to its total assets.  It was determined 
that the Tier 1 risk-adjusted ratio would be used because the measure weights all assets 
according to credit risk.  Data for this measure were taken from FDIC Call Reports the fiscal 
quarter prior to the acquisition date. 
4.3 SURVEY DEVELOPMENT  
 As previously addressed, given the research questions forwarded in this dissertation it 
was determined that the best existing measure for absorptive capacity was the Jansen et al. 
(2005) survey for absorptive capacity.  Additionally, it was determined that changes in 
capabilities would need to be measured through primary data.  Similar to Jansen et al. (2005) the 
research questions in this dissertation seek to measure the various components of absorptive 
capacity—acquisition, assimilation, transformation, and exploitation.  Furthermore, like Jansen 
et al. (2005), this dissertation is interested in discerning the unique effects that each component 
of absorptive capacity has on organizational outcomes.   
In Jansen et al. (2005), the authors outline their procedure for designing, validating, and 
administering the survey.  Their research design utilized a single large, European, multi-unit 
financial services firm with assets of more than $350 billion.  The survey was administered in 
2002 to general managers of 769 organizational units in 220 branches of the organization in a 
single country.  Additionally, the survey, designed and validated by Jansen et al. (2005), was 
devised to measure absorptive capacity at the unit level.  Because this dissertation is concerned 
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with absorptive capacity at the organization level, it was necessary to adapt the Jansen et al. 
(2005) to measure absorptive capacity at the organization level. 
Table 3 outlines the original Jansen et al. (2005) indicators and the modified indicators 
utilized in the survey pretest for this dissertation.  In several instances, changes were either 
unnecessary or relatively straightforward.  For example, in cases where the original indicator had 
“we” or “our unit” as the subject, the subject was changed to “our bank.”  In other cases, 
however, it was necessary to make more extensive changes or eliminate the indicator entirely 
because the indicator was not appropriate for the measurement of absorptive capacity at the 
organizational level.  For example, to assess acquisition capabilities Jansen et al. (2005) 
contained several indicators that assessed the extent to which members of the unit visited 
corporate headquarters or other divisions to acquire external knowledge.  At the unit level, 
knowledge possessed by corporate headquarters or other divisions would be considered external 
knowledge.  However, at the organization level, this knowledge would be considered internal 
knowledge and thus not directly pertinent to acquisition capabilities as defined in this 
dissertation.  Therefore, where possible the logic behind the original Jansen et al. (2005) 
indicators (e.g. looking outside boundaries to acquire new knowledge) was used to develop 
alternative indicators to assess the same principle.   
Additionally, several indicators were developed to supplement the original Jansen et al. 
(2005) survey.  These supplemental items were added where Jansen et al. (2005) had relatively 
few indicators or where original indicators seemed unclear based on preliminary respondent 
interviews.  For example, three indicators were added to assess exploitation.  These indicators 
(E7, E8, E9) were designed to capture the extent to which the organization has processes in place 
to develop new products and services, markets, and operational improvements, respectively. 
As previously discussed, it was also determined that a change in capabilities would need 
to be measured through primary data.  Consequently, several questions were developed to 
measure the change in the scope of capabilities and the change in effectiveness of capabilities.  
These questions were administered to several senior level bank executives to ensure that the 
questions were clear and captured the constructs of interest. 
Lastly, a question was designed to test for recall bias and common methods variance.  
Research by Spector (2006) suggests that instead of assuming common methods variance exists, 
the researcher should make a critical assessment of the constructs of interest and the 
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measurement instrument to assess potential areas of interplay.  Furthermore, Spector (2006) 
suggests that to rule out common methods variance a construct that has no theoretical link to the 
constructs in the research model be included in the questionnaire and then tested for correlation.  
Consequently, respondents were asked to recall the approximate percentage of loans outstanding 
attributed to commercial and industrial clients during the same year as the focal acquisition.  This 
statistic is a commonly used measure in banks to understand their customer segmentation.  
Interviews with top managers revealed that this statistic is likely to change over time, is not 
theoretically linked to the constructs of interest in this research, and requires a similar level of 
mental acuity to answer as other questions on the survey concerning past events.  Additionally, 
the statistic may be calculated through FDIC call report data to test the respondent’s answer for 
accuracy.  Therefore, this question met the necessary criteria to test for recall bias and common 
methods variance. 
As discussed in detail in section 5.1.1, the survey was pretested using 31 middle 
managers across 5 different banks and items were slightly altered based on the results of a 
confirmatory factor analysis and subsequent interviews.  
4.4  DATA COLLECTION 
 The final survey (see Appendix A) was administered from May 2009 to September 2009.  
Surveys were sent to 663 banks that together completed 986 acquisitions within the study 
timeframe.  On average each bank completed 1.49 acquisitions.  Each bank represented in the 
sample was called prior to mailing the survey and a follow-up call was made one week after the 
survey was sent.  When possible, the researcher spoke to either the CEO, another executive 
instrumental in the focal acquisition, and/or his or her administrative assistant.  The survey was 
either mailed or emailed to the CEO or other executive instrumental to the focal acquisition 
identified during phone conversations.  Surveys collected were completed by the person 
addressed—the CEO or other executive instrumental to the focal acquisition.  One hundred and 
nine surveyed institutions responded to the survey representing a 16.4% response rate.  This 
response rate is comparable with those found in most recent large-scale surveys involving 
executives (Capron, 1999; Gatignon, Robertson and Fein, 1997; Powell and Dent-Micallef, 
1997; Robertson, Rymon and Eliashberg, 1995).  The respondents were the responsible parties 
for 191 acquisitions.  Thus, each respondent represented 1.75 observations in the final sample. 
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Each survey returned was usable, although 12 contained missing data.   Missing data were 
imputed using maximum likelihood estimation procedures. 
Another survey was mailed in July 2009 to 700 banks that did not complete acquisitions 
within the sample timeframe.  These banks were only sent the survey sections measuring 
absorptive capacity and were asked to answer these questions with respect to their operations in 
2006.  Of these banks surveyed, 69 completed and returned the questionnaire, representing a 
9.86% response rate.  Each survey was useable although 5 contained missing data.  Missing data 
were imputed using maximum likelihood estimation procedures. 
 Non-response bias was evaluated by comparing the asset size, firm slack, and ROA of 
respondents to non-respondents and no significant differences were detected.  Overall, the 
dataset represents a wide range of banks by size and financial performance. 
 Lastly, recall bias and common methods variance were tested using the data collected 
from FDIC call reports and a question administered concerning the approximate percentage of 
loans outstanding attributed to commercial and industrial clients during the same year as the 
focal acquisition.  To test for recall bias, the respondent’s answer was tested against data 
collected from FDIC call reports.  In 94.8% of the surveys, the respondent accurately recalled the 
statistic, which seemed to be reasonable given the nature of the data.  To test for common 
methods variance, the respondent’s answer to the test question and absorptive capacity indicators 
were tested for significant correlations and no significant correlations were detected, reducing 
concerns of common methods variance. 
4.5 STATISTICAL ANALYSIS 
 Before examining the hypotheses, it was necessary to develop a measurement model for 
the various absorptive capacity indicators.  Confirmatory factor analysis was used to develop a 
measurement model.  After an acceptable model was developed, the relevant indicators were 
averaged to create a score for absorptive capacity. 
Multiple regression employing effects coding was used to test hypotheses 1a to 3b.  Two 
regression equations were used to test the impact of cumulative acquisition and internal 
development experience on externally- and internally-oriented absorptive capacity.  The results 
of the regression analyses were used to calculate predicted levels of absorptive capacity at 
relevant levels of internal development and acquisition.  Because hypotheses 1a to 3b predict 
high or low levels of absorptive capacity, tests of the hypotheses will involve determining 
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whether the predicted level of absorptive capacity differs significantly from the mean level of 
absorptive capacity and the direction of the difference.  
Hypotheses 4a to 4c were tested using both multiple regression and binary logistic 
regression.  Binary logistic regression was appropriate when the change in scope was measured 
with 0 and 1.  Hypotheses 5a to 5f were tested utilizing multiple regression. To test hypotheses 
5d, 5e, and 5f, it was necessary to test the predicted value of the dependent variable given the 
various combinations of high and low predictor and moderator values where high values are +1 
sd and low values are -1 sd.  
 Hypotheses 6 to 9 were tested utilizing binary logistic regression.  Binary logistic 
regression is appropriate in analyses in which the dependent variable is binary.  Also, this 
statistical method does not require a normal distribution.  Furthermore, this method predicts the 
logged odds of an event.  Because hypotheses 6 to 9 deal with the likelihood of future internal 
development or future acquisition, framing the predicted outcome in terms of the odds of an 
event occurring is particularly useful. 
 Lastly, multiple regression was used to test hypotheses 10 and 11. 
4.6   SUMMARY 
 This chapter addresses the methods utilized to test the hypotheses forwarded in this 
dissertation.  First, the banking industry was selected as an ideal sample because of the size of 
the industry and the extensive use of both internal development and acquisitions as a mode of 
growth.  Additionally, the use of horizontal acquisitions ensures the potential for a firm to 
increase the scope and effectiveness of its capabilities because of the similarity between the 
target and the acquirer.  Second, it was determined that a survey would be necessary to measure 
fundamental aspects of the theoretical model.  It was determined that no secondary data source 
was available that captured the breadth and depth of absorptive capacity.  Furthermore, a 
secondary data source seemed unlikely because of the variety of capabilities potentially affected 
by acquisition.   
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CHAPTER 5  RESULTS 
 
 This chapter discusses the results of the analysis.  Section 5.1 presents the results of the 
confirmatory factor analysis conducted to measure the various dimensions of absorptive 
capacity.  Next, Section 5.2 presents some key descriptive statistics and correlations.  Then, 
Section 5.3 presents the results from tests of the various hypotheses. 
5.1 MEASUREMENT MODEL 
 The following sections discuss the measurement model from the pretest and the 
measurement model from the final data.  The pretest was conducted in May 2009 on bank middle 
managers. Based on the analysis slight changes were made to items for the final survey.  After 
the final surveys were administered, a confirmatory factor analysis was conducted to test the 
final measurement model.  
5.1.1 Measurement Model from Pretest 
 The pretest survey was administered to 31 middle managers across 5 different banks in 
March 2009.  Of the 31 respondents, approximately 20% were with a large, multi-national bank; 
50% were with regional banks; and 30% were with community banks.  The pretest distribution of 
bank demographics did not necessarily mirror the expected distribution of the final sample, but it 
did allow for adequate representation for each banking group.  The respondents were all at the 
senior vice president level or higher.  Surveys were administered on paper. 
 The researcher reviewed each survey to ensure that responses looked reasonable and 
respondents were deliberate in their responses.  All 31 surveys were retained and used in the 
analysis.  There were a total of 12 missing values in the data set.  Maximum likelihood 
estimation method was utilized to impute missing values.  The distributions, means, and standard 
deviations for each variable were examined for normality and appeared acceptable.  The 
covariance matrix, displayed in Table 4, and maximum likelihood estimation procedure was 
utilized in LISREL to conduct a confirmatory factor analysis. 
 The four factor model, forwarded by Zahra and George (2002) and measured by Jansen et 
al. (2005), with all the indicators had a Chi-square of 409.313 (p<=0.001), RMSEA of 0.0954 
(90% CI 0.0591; 0.126), and CFI of 0.591.  The Chi-square statistic indicates that the model does 
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not fit the data.  The CFI is far below acceptable; however, the RMSEA approaches an 
acceptable level.  Given the small sample size and that the objective of the CFA was to identify 
weak items, these scores were considered acceptable to focus attention on the factor loadings. 
 Standardized loadings, standardized residuals, and modification indices were analyzed 
and several items appeared problematic.  First, item A2 and A5 had low standardized loadings 
with their assigned variable “Acquisition”.  A2 is a reverse-coded question which states “Our 
bank prefers to rely on knowledge that originated within our organization rather than seek out 
knowledge that originated outside of our bank’s boundaries.”  This question was drafted by the 
researcher and one of the questions most altered from the original Jansen et al. (2005) survey.  
Therefore, it was determined that the indicator would be excluded from the final survey.  A5 
states “Employees regularly approach third parties such as competitors, consultants, partner 
organizations, newly acquired organizations, and newly hired bankers to acquire new 
knowledge.”  After discussing the question with participants of the pretest it was determined that 
the position of the respondents for the pretest may have a different understanding of this question 
than top executives.  Thus, it was determined that the question would remain in the final survey.  
Additionally, interviews following the pretest revealed that the wording of the question may 
unintentionally limit the respondent’s view of a third party.  Thus, the wording of the question 
was altered to read “We regularly approach third parties to acquire new knowledge (e.g. clients, 
partner organizations, newly acquired organizations, competitors, consultants, and newly hired 
bankers).” 
  Second, T2 had a low standardized loading on its assigned variable “Transformation.”  
The item states, “Our employees’ record and store newly acquired knowledge for future 
reference.”  Upon follow-up interviews it was revealed that the position of the respondents may 
have a different understanding of this question than top executives would possess and so the item 
was retained. 
Third, items E2, E4, E5, E6, E7 and E8 all had relatively high but negative loadings with 
the exploitation factor and E9 had a particularly low loading with the exploitation factor.  The 
wording and  intent of items E2, E4, E5, E6, E7, E8, and E9 were reviewed and despite their 
negative loadings, it was determined that items E2, E4, E5, E6, E7 and E8 best represented the 
theoretical underpinnings of the exploitation construct.  It also appeared that the items that had 
the highest loadings for the exploitation factor in the initial CFA (E1 and E3) were actually the 
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problematic items and caused the negative loadings for E2, E4, E5, E6, E7 and E8, which best 
represented the theoretical underpinnings of “exploitations.”  Items E1 and E3 were obtained 
from the Jansen et al. (2005) survey and test the extent to which the organization has clearly 
defined roles and responsibilities for employees (E1) and has employees who share a common 
language for products and services (E3).  After further consideration of these items, it seemed 
plausible that these items actually do have a negative impact on exploitation.  For example, 
March (1991) discusses how a common language and clearly defined responsibilities may 
decrease the likelihood that employees explore other alternatives or deviate from their accepted 
norms.  Thus, it serves to reason that the less likely a group is to explore new alternatives or 
deviate from the accepted standard, the less likely a group would be to incorporate new 
knowledge to develop something new.  Therefore, it was decided that E1 and E3 would be 
omitted from the analysis presented here.  However, it was also decided that E1 and E3 would be 
included in the final survey because poor performance on the pretest might have been caused by 
the level of the respondent.  The pretest was completed by middle managers, and it seemed 
possible that responses by middle managers to these items may differ from those from top 
management.    
After reviewing these model weaknesses, a second 4-factor, CFA model was tested using 
the same data but omitting items A2, A5, T2, E1 and E3, and E9 discussed above.  Using the 
same data to test a second model inherently weakens the validity of results by taking advantage 
of specific variations within this data set.  Prior to publication it will be necessary to collect 
additional data to test a second model but due to resource limitations this analysis utilized 
original pretest data. 
Results of the CFA support a 4-factor model with Chi-square of 189.769 (p<=0.001), 
RMSEA of 0.0899 (90% CI 0.0284; 0.132), and CFI of 0.768.  Furthermore, results of the chi-
square difference test for the first model tested and second model tested suggested a significant 
improvement in model fit (Chi2diff=219.544, dfdiff=117, p<=.000).  Standardized loadings, 
attached in Table 5, appeared reasonable.  Additionally, the correlations between the 4 factors, 
attached in Table 6, were analyzed.  Higher correlations were noted between factors in the same 
subgroup (i.e. potential and realized absorptive capacity), consistent with theory.  Furthermore, 
correlations between factors in different subgroups appeared acceptable and similar to those 
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reported by Jansen et al. (2005). Lastly, standardized residuals were reviewed for problems and 
all error variances appeared consistent with theory. 
=============================== 
Insert Table 5 About Here 
=============================== 
=============================== 
Insert Table 6 About Here 
=============================== 
5.1.2  Measurement Model from Final Study Survey 
The final survey used to test the hypotheses in this dissertation consisted of 22 items to 
measure absorptive capacity (see Appendix A).  In the final survey, four items assessed 
knowledge acquisition capabilities; four items assessed knowledge assimilation capabilities; six 
items assessed knowledge transformation capabilities; and eight items assessed knowledge 
exploitation capabilities.  Items were measured on a seven point scale.  For the final data 
collection, two-hundred sixty surveys were returned with 16 containing missing data values for 
various absorptive capacity items.  Surveys with missing values were excluded from the CFA 
leaving 244 final surveys.  Univariate distributions, descriptive statistics, and the covariance 
matrix were used to assess normality and appeared to support the assumption of normality.  A 
correlation matrix of the final data with descriptive statistics is presented in Table 7. 
=============================== 
Insert Table 7 About Here 
=============================== 
The 4-factor model (i.e. acquisition, assimilation, transformation, and exploitation) 
forwarded by Zahra and George (2002) and tested by Jansen et al. (2005) had relatively poor fit.  
The 4-factor model, tested by entering the covariance matrix into LISREL and utilizing the 
maximum likelihood estimation method, had a Chi-square of 756.060 (p<=0.001), RMSEA of 
0.106 (90% CI 0.0979; 0.1140), and CFI of 0.968.  CFA results for a 4-factor/22 item model are 
illustrated in Figure 4.  In addition to the poor fit (Kline, 2005), the high correlation between 
factors was notable and problematic.  The factor correlation matrix, presented in Table 8, reveals 
a high correlation (r = 0.85) between the factors that measure externally-oriented absorptive 
capacity (i.e. acquisition and assimilation) and a high correlation (r = 0.92) between the factors 
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that measure internally-oriented absorptive capacity (i.e. transformation and exploitation).  These 
results may indicate that while conceptually a 4-factor model might best describe the underlying 
components of absorptive capacity, in practice managers have difficulty mentally teasing apart 
the components.  A further explanation for the results may be that while conceptually all four 
aspects of absorptive capacity play a unique role in a firm’s ability to utilize external knowledge, 
specific knowledge practices may support multiple dimensions of absorptive capacity 
simultaneously. 
=============================== 
Insert Figure 4 About Here 
=============================== 
 
=============================== 
Insert Table 8 About Here 
=============================== 
 
Due to the poor results of the 4-factor analysis, a 2-factor model (i.e. externally- and 
internally-oriented absorptive capacity) was tested. Results of the CFA for a 2-factor/22 item 
model, illustrated in Figure 5, show that reducing the model to 2 factors reduced the correlations 
between factors but also decreased model fit.  The correlation between the externally- and 
internally-oriented absorptive capacity factors was 0.699.  While this correlation remains higher 
than desired, the correlation is consistent with theory because both externally- and internally-
oriented absorptive capacity are dimensions of the same underlying construct.  However, fit 
indices for the 2-factor model worsened.  The 2-factor model including all 22 items, had a Chi-
square of 976.61 (p<=0.001), RMSEA of 0.126 (90% CI 0.119; 0.135), and CFI of 0.953.   
=============================== 
Insert Figure 5 About Here 
=============================== 
Because of the poor fit indices for the 2-factor model, standardized loadings and 
modification indices were examined for poorly performing items and it was concluded that 
several items should be eliminated.  First, items A1, B2, B4, T1, T2, E1, and E5 appeared 
problematic because of the low standardized loadings.  After reviewing the items and discussing 
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items with bank executives, it was determined that in light of the recent banking crisis, items A1, 
B2, B4, and T1 no longer had the same meaning as in previous years.  These items all discuss 
looking to changes in the markets (see Table 3 for a detailed list of Jansen et al. (2005) items).  
At the time executives were completing the survey, they were dealing with the 2009 banking 
crisis.  It is likely the nature, salience, and relatively mandated response to the crisis impacted 
executives’ perception of their attention to external factors, speed of response, and ability to 
create new products for customers.  Therefore, it was decided that these items could be excluded 
from the measurement model and that the remaining items for externally-oriented absorptive 
capacity effectively tapped the core principles underlying the externally-oriented absorptive 
capacity construct.    
Additionally, it was determined that items E1 and E5 could be eliminated.  Items E1 and 
E5 test the extent to which organizations have a clear understanding of how activities should be 
performed and whether employees have a common language concerning business activities, 
respectively.  In the pretest, items E1 and E5 had negative standardized loadings on the 
exploitation factor.  As mentioned in the pretest section of this dissertation, it seemed plausible 
that these items actually have a negative impact on exploitation.  For example, March (1991) 
discusses how a common language and clearly defined responsibilities may decrease the 
likelihood that employees explore other alternatives or deviate from their accepted norms.  Thus, 
it serves to reason that the less likely a group is to explore new alternatives or deviate from the 
accepted standard, the less likely a group would be to incorporate new knowledge to develop 
something new.  Unlike the negative loadings in the pretest, items E1 and E5 had positive but 
low standardized loadings using the final data, but due to the overall poor performance of these 
items and the dubious theoretical relationship, it was decided that E1 and E5 could be omitted 
from the measurement model and that the remaining items adequately tapped the core principle 
underlying the internally-oriented absorptive capacity construct.  
Lastly, it was determined that item T2 could be omitted from the final measurement 
model.  Item T2 had a low standardized loading in both the pretest data analysis and final data 
analysis. Item T2 measured the extent to which employees record and store newly acquired 
knowledge for future reference (see Table 3 for precise question phrase).  After talking with bank 
executives, it was determined that item T2 has a different meaning in the banking industry than 
in other industries.  Item T2 states “employees record and store newly acquired knowledge for 
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future reference.” Item T2 is intended to capture a dimension of the transformation of new 
knowledge that involves recalling important external knowledge to transform that knowledge 
into something new.  However, through discussions with bank executives it was determined 
regulatory requirements and best practices concerning the collection and documentation involved 
with collecting client financial data, item T2 was more likely to be interpreted by bank 
executives as a due diligence, monitoring and control issue. Thus, T2 was eliminated from the 
final measurement model. 
Consequently, the CFA testing the final 2-factor model and using the remaining 15 items 
resulted in a Chi-square of 325.985 (p<=0.001), RMSEA of 0.102 (90% CI 0.0896; 0.114), and 
CFI of 0.973.  Furthermore, a Chi-square difference test, evaluating the relative fit of the 15 item 
model to the 22 item model, was significant (p<=0.001) in support of a 15 item model.  
Additionally, a Chi-squared difference test was used to assess the relative fit of a 2-factor model 
to a 1-factor model and supported the 2-factor model (Chi2diff=431.92, dfdiff=1, p<=.000).   
Standardized loadings, factor correlations (r = 0.689), modification indices, and standardized 
residuals were examined and appeared reasonable and consistent with theory.  Figure 6 presents 
a graphical representation of the measurement model including standardized loadings and factor 
correlations from the CFA. 
=============================== 
Insert Figure 6 About Here 
=============================== 
A limitation of the method used to test the measure model is the use of the same data set 
in testing multiple measurement models.  Using the same data to test multiple models capitalizes 
on specific variations within this particular data set.  Therefore, prior to publication it will be 
necessary to collect additional data to test the measurement model.  
5.2 DESCRIPTIVE STATISTICS 
 Descriptive statistics and correlations for all variables are reported in Table 9.  The entire 
sample consists of 260 firms and of those 260 firms, 191 conducted acquisitions in the time 
frame identified.  The mean size of all firms in the sample is approximately $6.9 billion in assets 
with a minimum size of approximately $22 million in assets and a maximum size of 
approximately $145 billion in assets.  Of the 191 firms included the analysis of a particular focal 
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acquisition, firms had a mean size of $9.2 billion in assets, a minimum size of $22 million in 
assets and a maximum size of $145 billion in assets. 
=============================== 
Insert Table 9 About Here 
=============================== 
Externally- and internally-oriented absorptive capacity are measured on a seven point 
scale.  The means of externally- and internally-oriented absorptive capacity are near the midpoint 
and standard deviations are relatively high, indicating a range of values.   
 Additionally, descriptive statistics revealed that various types of capabilities tended to 
improve following acquisition and some capabilities tended to decline.  The change in 
effectiveness of capabilities was measured on a scale of “-3” to “3,” where “-3” indicated a 
strong decline, “3” indicated a strong improvement and “0” indicated relatively no change in 
effectiveness.   The means for the change in effectiveness of revenue-generating and operational 
capabilities tend to be slightly above zero, indicating a slight improvement in the effectiveness of 
these capabilities for the overall sample.  Alternatively, many of the variables assessing the 
change in effectiveness of TMT capabilities were slightly below zero indicating that overall 
firms had a slight decline in TMT capabilities.   
Descriptive statistics for the change in scope of capabilities variable indicated that firms 
were only modestly likely to increase the scope of most types of capabilities.  The change in the 
scope of capabilities was measured on a scale of “1” to “5” with “1” indicating that the firm did 
not increase its scope and “5” indicating that the firm increased its scope to a very large extent.  
The means for the change in scope variables were slightly over one for most types of 
capabilities, yet investment and foreign trade had values very close to “1” indicating that very 
few firms increased the scope of these capabilities.  
 Furthermore, descriptive statistics showed vast differences in the frequency of past and 
future acquisitions and de novo new market entries.  The mean number of past acquisitions firms 
conducted in the 10 years prior to the focal acquisition was 3.98 with a standard deviation of 
6.14 indicating considerable variation in past acquisition experience among firms.  Similarly, the 
mean number of past de novo new market entries firms conducted in the 10 years prior to the 
focal acquisition was 2.4 with a standard deviation of 3.56 indicating substantial variation in past 
internal development experience across firms.  Analysis of the means also suggests that 42% of 
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the sample firms conducted additional acquisition(s) during the 3 years following the focal 
acquisition.  Additionally, approximately 33% of the sample firms conducted a future new 
market de novo entry during the 3 years following the focal acquisition. 
 Lastly, for the group of firms that conducted an acquisition during the sample time frame, 
analysis of the means illustrates that ROA adjusted against that of other banks in the industry 
was on average negative both the year prior to the acquisition and two years after acquisition.  
Additionally, on average the change in ROA between the two time periods was negative.  
Alternatively, for those same firms, the mean change in market share after controlling for the 
addition of deposits through acquisition was small but positive for the sample of firms. 
 Correlations illustrate significant and positive correlations between internally- and 
externally-oriented absorptive capacity as expected.  Additionally, correlations among various 
capability renewal measures are commonly positive and significant suggesting that when a firm 
experiences a renewal or decline in a capability, a similar change in likely for other types of 
capabilities. 
5.3 HYPOTHESES TESTING 
5.3.1 Analysis of Historical Growth Strategy’s Impact on Absorptive Capacity 
Hypotheses 1a to 3b are concerned with understanding how the growth strategy a firm 
adopts is related to characteristics of the firm and in particular its absorptive capacity.  The 
statistical test for hypotheses 1a to 3b involved a single regression equation in which acquisition 
experience, internal development experience, and the log of firm size were used to predict the 
level of externally-oriented (Model 1, Table 10) or internally-oriented (Model 2, Table 10) 
absorptive capacity.  A multiplicative term of acquisition and internal development experience 
was also included in the regression equation to account for the likelihood of a moderation effect 
between the two.  All variables, including the dependent variable externally-oriented absorptive 
capacity, were centered.  From the regression results, a Table 11 was constructed that includes 
the predicted mean levels of externally-oriented and internally-oriented absorptive capacity given 
different levels of acquisition experience and internal development experience associated with 
the different growth strategies, as well as a confidence internal around the predicted mean.  
Because the dependent variables, externally-oriented and internally-oriented absorptive capacity 
have been centered, a confidence internal that has positive values and does not include zero 
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would indicated a high level of predicted absorptive capacity and a confidence internal that has 
negative values and does not include zero would indicate low levels of predicted externally-
oriented absorptive capacity.    
=============================== 
Insert Table 10 About Here 
=============================== 
=============================== 
Insert Table 11 About Here 
=============================== 
The results from Model 1 illustrated in Table 10 tests hypotheses 1a, 2a, and 3a 
concerning the effect of cumulative experience on externally-oriented absorptive capacity. The 
regression equation was significant and had an R2 of 0.187.  The regression coefficients for 
acquisition experience and internal development experience were positive and significant.  The 
multiplicative term was also significant.  Furthermore, results of predicted mean values for 
externally-oriented absorptive capacity and the confidence intervals for the predicted means, 
illustrated in Table 11, provide support for H1a proposing that a pure acquisition growth strategy 
is associated with high levels of externally-oriented absorptive capacity.  However, confidence 
intervals around the predicted mean for firms that pursued a pure internal development strategy 
and a mixed use strategy include zero and therefore, provide no support for hypotheses 2a and 3a 
that concern the effect of a pure internal development strategy and mixed use strategy on 
externally-oriented absorptive capacity. 
Model 2 in Table 10 tests hypotheses 1b, 2b, and 3b concerning the effect of cumulative 
experience on internally-oriented absorptive capacity.  The regression equation was significant 
and had an R2 of 0.041; however, none of the predictors were significant.  Furthermore, results of 
predicted mean values for internally-oriented absorptive capacity and the confidence intervals for 
the predicted means, illustrated in Table 11, provide support no support for hypotheses 1b, 2b, 
and 3b.  Across each of the historical growth strategies, the confidence internal around the 
predicted mean included zero.  A summary of these results are reported below. 
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SUMMARY RESULTS:  H1a to H3b 
 
 
Post hoc probing was conducted in an effort to further explain the insignificant results.  
The results of this analysis revealed very small effect sizes among independent variables.  Thus, 
the insignificant results may be the result of the multitude of other factors that impact the 
development of absorptive capacity, the small sample size, and the relatively small impact that 
these acquisition and internal development have on absorptive capacity. 
Additional post hoc analysis was conducted to further examine firms that pursued a pure 
acquisition strategy.  A primary research objective of this dissertation was to understand how 
cumulative acquisition experience impacts the development of absorptive capacity.  Previous 
research has been mixed concerning the implications of cumulative acquisition experience on a 
firm’s learning capabilities.  Some researchers have suggested that acquisitions complement a 
firm’s ability to grow through internal development (Vermeulen and Barkema, 2001; Pradhu et 
al., 2005; Hegedoorn and Duyster, 2002). Others have proposed that highly acquisitive firms 
have relatively weak internal development capabilities because those firms have adopted a long-
term strategy to grow through acquisition and opted not to rely on internal development 
capabilities.  The analyses presented above suggest that cumulative acquisition experience is 
positively related to externally-oriented absorptive capacity, but that cumulative acquisition 
experience was not positively or negatively related to internally-oriented absorptive capacity.  
Therefore, the results reported above did not clarify the existing divergence in the literature. 
 Post hoc analysis was conducted on those firms that had pursued only acquisitions as a 
growth strategy to learn more about these firms.  A scatter plot was created using only firms that 
were included in the acquisition only growth category.  Cases were plotted according to their 
level of internally- and externally-oriented absorptive capacity.  The scatter plot, illustrated in 
Figure 7, illustrates that the firms tend to cluster in 2 groups across the externally-oriented 
IV Description DV
Hypothesized Relationship of DV 
Mean of the Group with DV Mean 
of All Other Groups
Result
H1a Acquisition Only ACAPEX Higher Supported
H1b Acquisition Only ACAPIN Lower Not Supported
H2a Internal Development Only ACAPEX Lower Not Supported
H2b Internal Development Only ACAPIN Higher Not Supported
H3a Mixed Use ACAPEX Higher Not Supported
H3b Mixed Use ACAPIN Higher Not Supported
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absorptive capacity and internally-oriented absorptive capacity.  The first group tends to have 
low levels of both internally- and externally-oriented absorptive capacity and the second group 
tends to have high levels of internally- and externally-oriented absorptive capacity.  For 
exploratory purposes, several of the collected variables were examined as a potential moderator 
but without success.   
=============================== 
Insert Figure 7 About Here 
=============================== 
5.3.2  Analysis of the Impact of Absorptive Capacity on Capabilities Renewal 
 It should be noted that for some of the tests conducted in this section, the sample size was 
less than 100 because fewer than 100 firms possessed the focal capability.  It was determined 
that for analyses on samples of less than 100 a significance level of p<=0.10 would be acceptable 
to support the hypothesis being tested. 
5.3.2.1 Change in the Scope of Capabilities 
 Hypotheses 4a to 4c address the impact of absorptive capacity on a firm’s ability to 
increase the scope of its capabilities through acquisition.  Two methods were employed to test 
these hypotheses.  The first method utilized a measure for the change in the scope of capabilities 
in which individuals were asked to assess the extent to which the acquiring bank gained new 
capabilities through the acquisition of the target on a scale of “0” to “4” with “0” meaning that 
the acquirer did not increase the scope of capabilities at all and “4” meaning that the acquirer 
increased the scope of their capabilities to a very large extent.  Throughout this section, this 
method to measure the change in the scope of capabilities will be referred to as the “continuous 
measure” for the change in scope.  The second method asked managers to indicate the different 
categories of revenue-generating capabilities the acquirer possessed prior to the focal acquisition 
and the categories of revenue-generating capabilities the acquirer possessed 2 years after the 
focal acquisition. A binary variable was used to indicated that the bank had (“1”) or did not have 
(“0”) capabilities in the given revenue class.  Using this measure, a change in scope was 
indicated when a bank recorded a “0” for the capability class prior to the acquisition and a “1” 
for the capability class post-acquisition.  Throughout this section, this measure of the change in 
scope will be referred to as the “dichotomous measure” for the change in scope.  It should be 
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noted that foreign trade and investment banking revenue-generating capabilities were excluded 
from this analysis because results were driven by a single case. 
 Table 12 presents the results of the multiple regression analyses for the various revenue-
generating capabilities utilizing the continuous measure for the change in a firm’s scope of 
capabilities.  Change in capability scope regressed on externally-oriented absorptive capacity and 
internally-oriented absorptive capacity while controlling for the geographic relatedness, relative 
size, and acquirer slack (Model 1).  A second model (Model 1a) was tested that introduced the 
moderation between externally and internally-oriented absorptive capacity.  As presented in 
Table 12, none of the models that included the moderation term were a significant improvement 
over the base model that did not include the moderation term providing no support for hypothesis 
4c, which proposed that internally-oriented absorptive capacity would moderate the impact of 
externally-oriented absorptive capacity on the change in the scope of capabilities.   
=============================== 
Insert Table 12 About Here 
=============================== 
 Hypothesis 4a suggests that externally-oriented absorptive capacity will have a positive 
relationship with the change in scope of capabilities; however, only specialty services showed a 
positive and significant relationship between externally-oriented absorptive capacity and the 
change in the scope of firm capabilities.  Across the other categories of revenue-generating 
capabilities, externally-oriented absorptive capacity was not significantly related to the extent to 
which a firm increased the scope of its capabilities. 
 Similarly, hypothesis 4b suggests that internally-oriented absorptive capacity will have a 
positive relationship with the change in the scope of its capabilities; however, the only revenue-
generating capabilities to present a positive and significant relationship between internally-
oriented absorptive capacity and the change in the scope of firm capabilities were retail banking 
capabilities.  The relationship between internally-oriented absorptive capacity and change in the 
scope of firm capabilities was insignificant across the other revenue-generating capabilities.   
Thus, results presented in Table 12 provide very little support for hypotheses 4a and 4b and no 
support for 4c. 
 Interestingly, the regression analyses in Table 12 reveal a positive and significant 
relationship between relative size and the change in the scope of firm capabilities, suggesting 
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that as the relative size of the target to the acquirer increases, the change in the scope of firm 
capabilities increases.  Also, of interest is the positive and significant relationship between 
acquirer slack resources and the change in the scope of retail, mortgage, insurance, commercial 
real estate, treasury management, and wealth management revenue-generating capabilities. 
 Because the regression analyses presented in Table 12 indicate that the relative size of the 
target was a significant predictor of the extent to which a firm increased the scope of its 
capabilities, it is reasonable to conclude that whether the target was in possession of capabilities 
new to the acquirer was a significant factor in the acquiring firm’s ability to increase their scope 
of capabilities from the acquisition.  Consequently, a new variable was created to account for 
whether the target possessed capabilities in the respective revenue-generating class.  
Dichotomous variables were created to correspond to the various revenue-generating classes.  
These control variables, labeled CAP TGT, were coded “0” if the target did not possess any 
revenue-generating capabilities for the respective revenue class and “1” if the target did possess 
revenue-generating capabilities for the respective revenue class.  Data for these measures were 
gathered in the original surveys issued to the acquiring firm CEOs. 
 Next, hypotheses 4a to 4c were tested again but this time the analysis included the control 
variable CAP TGT.  Results from this analysis are presented in Table 13.  Analysis presented in 
Table 13, not only reveal a positive and significant relationship between the control variable 
CAP TGT and the change in the scope firm revenue-generating capabilities with the exception of 
retail, commercial banking, and corporate banking capabilities, but the results also reveal a 
positive and significant relationship between internally-oriented absorptive capacity and the 
change in scope of retail, insurance, and treasury capabilities, consistent with hypothesis 5b. 
However, counter to hypothesis 4a, results in Table 13 reveal a negative and significant 
relationship between externally-oriented absorptive capacity and the extent to which a firm 
increased the scope of its mortgage and commercial real estate capabilities. 
=============================== 
Insert Table 13 About Here 
=============================== 
Therefore, results in Table 13 indicate that the change in scope of firm capabilities 
through acquisition is largely due to high levels of internally-oriented absorptive capacity as well 
as whether the target possessed services in the respective revenue-generating class prior to 
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acquisition.  Additionally, results from Table 13 suggest that as externally-oriented absorptive 
capacity increases, firms are less likely to expand the scope of their capabilities through 
acquisition.  
Hypothesis 4c proposed that internally-oriented absorptive capacity would moderate the 
relationship between externally-oriented absorptive capacity and the change in scope of 
capabilities such that when internally-oriented absorptive capacity is low, the relationship is 
weak and positive and when internally-oriented absorptive capacity is high, the relationship is 
strong and positive.  Although Table 13 shows a significant moderating effect between 
internally- and externally-oriented absorptive capacity in predicting the increase in scope of 
wealth management capabilities, the nature of the moderating effect is contrary to hypothesis 4c.  
As illustrated in Figure 8, when internally-oriented absorptive capacity is low, the relationship 
between externally-oriented absorptive capacity and the change in the scope of wealth 
management capabilities is positive, and when internally-oriented absorptive capacity is high, the 
relationship between externally-oriented absorptive capacity and change in the scope of wealth 
management capabilities is near zero. 
=============================== 
Insert Figure 8 About Here 
=============================== 
In addition to the analysis for hypotheses 4a to 4c presented in Tables 12 and 13, a 
second method was employed to test the impact of absorptive capacity on the change in the 
scope of the acquiring firm’s capabilities that utilized a dichotomous measure for the change in 
the scope of capabilities.  This method utilized a binary measure to assess whether the acquiring 
firm possessed the respective class of revenue-generating capabilities prior to acquisition and the 
second binary measure to assess whether the acquiring firm possessed the respective class of 
revenue-generating capabilities two years after acquisition.  A benefit of this measure is that it is 
a more objective test of whether a firm added completely new capabilities.  Furthermore, this 
measure addresses past research that has warned against asking individuals to assess change.  
This research has shown differences in individuals’ assessment of change in a particular variable 
when asked (1) to assess the change in the variable, and (2) to assess the particular variable at 
two different points in time (Edwards, 1995; Miller and Gallagher, 2009).  However, a limitation 
of this measure is that it does not preclude the possibility that the acquiring firm gained the 
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entirely new capability through a source other than the target firm because the measure does not 
assess how the acquirer expanded its scope of capabilities. Additionally, it does not assess the 
significance of the new capability to the organization. 
 Employing the methods suggested by Pampel (2000), hypotheses 4a to 4c were tested 
with binary logistic regression using the dichotomous measure for the change in the scope of 
firm capabilities.  Table 14 presents the results of this analysis.  Three or fewer firms in the 
sample altered their scope of retail banking, foreign trade, investment, payroll, commercial 
banking, corporate banking, leasing, or wealth management capabilities.  Therefore, analysis of 
these revenue-generating capabilities was not possible because the dependent variables lacked 
the necessary variance.  Regressing the scope 2 years after the acquisition on externally-oriented 
absorptive capacity, internally-oriented absorptive capacity, and the control variables had 
significant model fit across all the revenue capabilities examined.  Also, consistent with 
hypothesis H4a, externally-oriented absorptive capacity was significantly and positively related 
to logged odds of increasing the scope of insurance and specialty service capabilities through 
acquisition.  Additionally, across all revenue classes, internally-oriented absorptive capacity was 
an insignificant predictor of the logged odds of increasing the scope of capabilities, providing no 
support for hypothesis 4b. 
=============================== 
Insert Table 14 About Here 
=============================== 
When the moderation term was added to the model to test hypothesis 4c, model fit 
improved significantly and the product term was significant for the model predicting the scope of 
specialty services providing initial support for the moderating role of internally-oriented 
absorptive capacity on externally-oriented absorptive capacity’s effect on the logged odds of 
increasing scope of capabilities through acquisition.  Furthermore, post hoc analysis of specialty 
services, illustrated in Figure 9, reveals a significant difference in the slopes of predicted effect 
of externally-oriented absorptive capacity on the logged odds of increasing capability scope at 
low and high levels of internally-oriented absorptive capacity.  When internally-absorptive 
capacity is low, the slope of externally-oriented absorptive capacity on the logged odds of 
changing scope is insignificantly different from zero.  However, when internally-oriented 
absorptive capacity is high, the slope of the predicted relationship between externally-oriented 
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absorptive capacity and the logged odds of changing scope is positive (slope= 1.225) and 
significantly different from zero.  Interpretation of slope is that at high levels of internally-
oriented absorptive capacity, the predicted odds of gaining entirely new specialty service 
capabilities will change by a 1.225 multiplicative factor given a 1 unit change in externally-
oriented absorptive capacity.  Consequently, hypothesis 4c proposing that internally-oriented 
absorptive capacity would moderate the relationship between externally-oriented absorptive 
capacity and the change in scope of capabilities such that when internally-oriented absorptive 
capacity is low, the relationship is weak and positive and when internally-oriented absorptive 
capacity is high, the relationship is strong and positive is supported by the results of the analysis 
for the change in scope of specialty service capabilities.  A summary of the results for 
hypotheses 4a to 4c is presented below. 
=============================== 
Insert Figure 9 About Here 
=============================== 
SUMMARY RESULTS:  H4a to H4c  
 
5.3.2.2 Change in the Effectiveness of Capabilities 
To test hypotheses 5a to 5f concerning the relationship between absorptive capacity and 
the change in capability effectiveness, three sets of regression analyses were conducted.  The 
three sets of analyses tested the relationship between absorptive capacity and revenue-generating 
DV IV(s)
Hypothesized 
Relationship Between 
IV and DV
Results: Method 1
Results: Method 1a 
(control for capability 
present in target)
Results:  Method 2
Not Supported
Alternative findings:  Mortage  
and Commercial Real Estate 
show significant and negative 
relationship between ACAPEX 
and Chg Scope
H4b
Change in 
Scope ACAP IN Posit ive
Models Supported: 
Retail 
Models Supported: Treasury, 
Insurance, and Retail Not Supported
Models Supported:  
Specialty 
ACAP IN  Low:  ACAPEX 
not significant predictor 
of Chg Scope 
ACAP IN  High:  ACAPEX 
strong and positive with 
Chg Scope 
Models Supported: 
Insurance and Specialty 
ACAP IN  Low:  ACAPEX 
weak and positive with 
Chg Scope 
ACAP IN  High:  ACAPEX 
strong and positive with 
Chg Scope 
H4c
Change in 
Scope
ACAPEX  x  
ACAP IN
Not Supported
H4a
Change in 
Scope ACAPEX Posit ive
Models Supported: 
Specialty Services 
Not Supported
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capabilities, operating capabilities, and top management team capabilities, respectively.  
Furthermore, competing models were examined to test hypotheses 5c to 5f concerning the 
moderating effect of internally- and externally-oriented absorptive capacity on the change in 
capability effectiveness.  Model 1 tests for direct effects of internally- and externally-oriented 
absorptive capacity and Model 1a tests for direct effects of internally- and externally-oriented 
absorptive capacity as well as the moderating effect of internally- and externally-oriented 
absorptive capacity. 
  The first set of regression analyses tested the impact of absorptive capacity on the change 
in effectiveness of revenue-generating capabilities associated with retail, mortgage, insurance, 
private banking, commercial banking, corporate banking, commercial real estate banking, 
merchant services, treasury management services, payroll and tax services, foreign trade, leasing, 
wealth management, investment, and specialty banking services.  Table 15 presents the results of 
these analyses.  
=============================== 
Insert Table 15 About Here 
=============================== 
As indicated in the table, regression Model 1, which examined only the direct effects of 
internally- and externally-oriented absorptive capacity as a predictor of change in the 
effectiveness of revenue-generating capabilities, was significant for retail, mortgage, insurance, 
private, commercial, commercial real estate, and treasury management capabilities.  
Furthermore, the R-square for the various models ranged from 0.195 for commercial real estate 
services to 0.225 for private banking services.  Additionally, Model 1 was significant for wealth 
management given the cutoff criteria established for groups for which the sample size is less than 
100 (N=89).   
When Model 1a was tested, which examined the direct as well as moderating effects of 
internally- and externally-oriented absorptive capacity as a predictor of change in revenue-
generating capabilities, the model fit significantly improved for retail, commercial, and specialty 
services, providing preliminary support for a moderating effect between internally- and 
externally-oriented absorptive capacity.  Additionally, while Model 1 examining the change in 
effectiveness of specialty services was not significant, the model became significant when the 
moderation term was added in Model 1a and the product term was a significant predictor of the 
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change in effectiveness of specialty services.  Furthermore, because the sample size for this 
group was less than 100 (N=67), a significance of p<=0.10 for the product term met the cutoff 
criteria discussed previously. 
A similar regression analysis was conducted that tested the impact of absorptive capacity 
on the change in the effectiveness of operational capabilities.  This analysis examined the impact 
absorptive capacity had on the change in the effectiveness of marketing, human resources, 
information technology, finance, risk management, loan processing, documentation, compliance, 
legal, audit, branch management, facilities management, and procurement capabilities.  Model 1 
in Table 16 presents the regression analysis results examining only the direct effects of 
internally- and externally-oriented absorptive capacity while Model 1a included a product term 
to examine a moderating effect between internally- and externally-oriented absorptive capacity.  
As presented in Table 16, Model 1 testing direct effectives was significant in predicting the 
change in the effectiveness of all operational capabilities with the exception of loan processing 
and facilities management capabilities.  When Model 1a was tested, examining the direct as well 
as moderating effects of internally- and externally-oriented absorptive capacity as a predictor of 
change in operational capabilities, the model fit significantly improved for information 
technology capabilities and the product term was a significant predictor of the change in 
information technology capability effectiveness, providing preliminary support for a moderating 
effect between internally- and externally-oriented absorptive capacity on the change in 
effectiveness of capabilities.    
=============================== 
Insert Table 16 About Here 
=============================== 
 The last set of regression analyses utilized to test hypotheses 5a to 5f tested the impact of 
absorptive capacity on a variety of top management team capabilities.  These regression analyses 
presented in Table 17 test for the direct and moderating effects of internally- and externally-
oriented absorptive capacity on the change in the effectiveness of the top management team’s 
ability to develop its product and service mix, formulate strategy, make decisions, instill 
organizational climate and cohesiveness, instill direction and vision, share best practices across 
units, facilitate resource sharing, allocate resources, control/monitor/reward employees, and 
establish the organizational structure.  Model 1 was significant in predicting all of the dependent 
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variables associated with top management team capabilities with the exception of the ability to 
share best practices across business units.  Model 1a was a significant improvement in predicting 
the change in the top management team’s ability to control, monitor and reward employees and 
its ability to establish the organizational structure and the product term was a significant 
predictor of the change effectiveness of these respective capabilities. 
=============================== 
Insert Table 17 About Here 
=============================== 
Results from these analyses provide partial support for hypothesis 5a predicting a positive 
relationship between externally-oriented absorptive capacity and the change in the effectiveness.   
For the revenue-generating capabilities examined in Table 15, the unstandardized regression 
coefficient for externally-oriented absorptive capacity was significant and in the predicted 
direction for the change in effectiveness of mortgage capabilities, insurance capabilities, 
commercial banking capabilities, and treasury services.  Furthermore, given the threshold for 
samples less than 100, the unstandardized regression coefficient for externally-oriented 
absorptive capacity was significant and in the predicted direction for the change in the 
effectiveness specialty services.   Additionally, for the TMT capabilities presented in Table 17, 
the unstandardized regression coefficient for externally-oriented absorptive capacity was 
significant and in the predicted direction for the change in effectiveness of the top management 
team’s ability to develop the appropriate product and service mix and ability to control, monitor 
and reward employees, further supporting hypothesis 5a.   Alternatively, for the operational 
capabilities presented in Table 16, none of the unstandardized regression coefficients for 
externally-oriented absorptive capacity were significant. Overall, results for the revenue-
generating and TMT capabilities supported hypothesis 5a, while results for operational 
capabilities did not support hypothesis 5a.   
Additionally, results from these analyses support hypothesis 5b predicting a positive 
relationship between internally-oriented absorptive capacity and the change in the effectiveness 
of capabilities.  For the revenue-generating capabilities examined in Table 15, the unstandardized 
regression coefficient for internally-oriented absorptive capacity was significant and in the 
predicted direction for the change in the effectiveness of private banking capabilities.  
Additionally, for the operational capabilities presented in Table 16, the unstandardized 
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regression coefficient for internally-oriented absorptive capacity was significant and in the 
predicted direction for the change in the effectiveness of finance operations, risk management, 
compliance, and branch management.   Lastly, for the TMT capabilities presented in Table 17, 
the unstandardized regression coefficient for internally-oriented absorptive capacity was 
significant and in the predicted direction for the change in the top management team’s ability to 
develop the appropriate product and service mix, make decisions, instill organizational climate 
and cohesiveness, instill direction and vision, control/monitor/reward employees and establish 
the organization’s structure.  Consequently, the results of revenue-generating, operational, and 
TMT capabilities lend support to hypothesis 5b.  Below is a table summarizing the results for 
hypotheses 5a and 5b. 
 
SUMMARY RESULTS:  H5a and 5b 
 
 
Hypothesis 5c proposes that internally-oriented absorptive capacity will moderate the 
relationship between externally-oriented absorptive capacity and the change in effectiveness of 
capabilities such that when internally-oriented absorptive capacity is low, the relationship is 
weak and positive and when internally-oriented absorptive capacity is high, the relationship is 
strong and positive.  A moderating relationship between externally- and internally-oriented 
absorptive capacity was supported by the change in R-square for the models predicting the 
change in change in the effectiveness of revenue-generating retail banking, commercial banking, 
specialty services capabilities (see Model 1a, Table 15); the change in effectiveness of operating 
information technology capabilities (see Model 1a, Table 16); and the change in effectiveness of 
TMT controlling/ monitoring/rewarding and establishing organizational structure capabilities 
(see Model 1a, Table 17).   
DV IV(s)
Hypothesized 
Relationship 
Between IV and 
DV
Results: Revenue Generating 
Capabilities Results: O perating Capabilities
Results:  Top Management Team 
Capabilities
H5a
Change in 
Capability 
Effectiveness
ACAPEX Positive
Models Supported: Mortgage, 
Insurance, Commercial, Treasury, 
and Specialty
Not Supported
Models Supported: Dev 
Product/Service Mix and Control, 
monitor and reward 
H5b
Change in 
Capability 
Effectiveness
ACAP IN Positive Models Supported: Private Banking
Models Supported: Finance, Risk 
Management, Compliance, and 
Branch Management
Models Supported: Develop the 
appropriate product and service mix, 
Make decisions, Instill 
organizational climate and 
cohesiveness,Instill direction and 
vision, Control/monitor/reward 
employees and Establish the 
organization’s structure 
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Post hoc graphs were created using +/- 1 standard deviation of mean internally-oriented 
absorptive capacity.  The graphs are shown in Figures 10 to 15. Additionally, using Aiken and 
West’s (2001) proposed method for calculating the simple slope by computer, simple slopes 
were calculated for both one standard deviation above and one standard deviation below the 
mean of internally-oriented absorptive capacity for the various capabilities.  The results of these 
analyses are presented in Table 18.  
=============================== 
Insert Table 18 About Here 
=============================== 
 Results for the revenue-generating capabilities (Table 15) provide partial support for 
hypothesis 5c. Post hoc graphs and slope analyses reveal that at low levels of internally-oriented 
absorptive capacity, the impact of externally-oriented absorptive capacity on the change in 
effectiveness of retail banking capabilities (Figure 10), commercial banking capabilities (Figure 
11), and specialty banking capabilities (Figure 12) is not significantly different from zero.  These 
analyses further reveal that at high levels of externally-oriented capacity, the impact of 
externally-oriented absorptive capacity on the change in effectiveness of retail banking 
capabilities (Figure 10), commercial banking capabilities (Figure 11), and specialty banking 
capabilities (Figure 12) is strong and positive, consistent with hypothesis 5c. 
=============================== 
Insert Figure 10 About Here 
=============================== 
=============================== 
Insert Figure 11 About Here 
=============================== 
=============================== 
Insert Figure 12 About Here 
=============================== 
However, results for the TMT capability to establish organizational structure and the 
TMT capability to control, monitor and reward employees (Table 17) do not provide support for 
hypothesis 5c.  The post hoc graph and slope analysis reveal that at low levels of internally-
oriented absorptive capacity, the impact of externally-oriented absorptive capacity on the change 
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in effectiveness of the TMT’s ability to establish organizational structure and the TMT’s ability 
to control, monitor and reward employees is positive and at high levels of internally-oriented 
absorptive capacity, the impact of externally-oriented absorptive capacity on the change in 
effectiveness of the TMT’s ability to establish organizational structure (Figure 13) and the 
TMT’s ability to control, monitor and reward employees is not significantly different from zero 
(Figure 14). 
=============================== 
Insert Figure 13 About Here 
=============================== 
=============================== 
Insert Figure 14 About Here 
=============================== 
Results for the change in effectiveness of operational information technology capability 
(Table 16) also do not support hypothesis 5c.  The post hoc graph and slope analysis reveal that 
at low levels of internally-oriented absorptive capacity, the impact of externally-oriented 
absorptive capacity on the change in effectiveness of information technology capabilities is 
negative, and at high levels of internally-oriented absorptive capacity, the impact of externally-
oriented absorptive capacity on the change in effectiveness of information technology 
capabilities is insignificantly different from zero (Figure 15). 
=============================== 
Insert Figure 15 About Here 
=============================== 
Hypotheses 5d to 5f were tested using Aiken and West’s (2001) proposed method for 
calculating a predicted value and calculating a confidence interval surrounding the predicted 
value.  Results of these analyses are also presented in Table 18.  Estimates were calculated using 
the various combinations of +/- 1 standard deviation for internally- and externally-oriented 
absorptive capacity. 
 Hypothesis 5d proposes that when internally-oriented absorptive capacity is high and 
externally-oriented absorptive capacity is high, the value of the change in effectiveness will be 
positive.  Results for the revenue-generating capabilities are consistent with hypothesis 5d.  At 
high levels of internally-oriented absorptive capacity and high levels of externally-oriented 
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absorptive capacity, the predict change in effectiveness of retail banking capabilities (Figure 10), 
commercial banking capabilities (Figure 11), and specialty banking capabilities (Figure 12) was 
positive (see Table 18), providing support for hypothesis 5d.   
However, results for the change in operating capabilities and TMT capabilities do not 
support hypothesis 5d.  At high levels of internally-oriented absorptive capacity and high levels 
of externally-oriented absorptive capacity, the predict change in effectiveness of information 
technology capabilities is negative suggesting a decline in information technology capabilities 
(Figure 15).  Similarly, when at high levels of internally-oriented absorptive capacity and high 
levels of externally-oriented absorptive capacity, the predict change in effectiveness in the 
TMT’s ability to establish organizational structure is negative suggesting  a decline in the TMT’s 
ability to establish organizational structure (Figure 13).    Consequently, counter to hypothesis 
5d, high levels of both internally-oriented and externally-oriented absorptive capacity do not 
protect the firm from a decline in IT capabilities or a decline in the TMT’s ability to establish 
organizational structure following acquisition.  Furthermore, as presented in Table 18, at high 
levels of internally-oriented absorptive capacity and high levels of externally-oriented absorptive 
capacity, the predict change in effectiveness TMT’s ability to control, monitor and reward was 
not significantly different from zero (Figure 14). 
Hypothesis 5e proposes that at high levels of internally-oriented absorptive capacity and 
low levels of externally-oriented absorptive capacity, the predicted change in capability 
effectiveness will be near zero.  In other words, capabilities will not become more or less 
effective following the focal acquisition.  As presented in Table 18, when internally-oriented 
absorptive capacity is high and externally-oriented absorptive capacity is low, the predicted 
change in the effectiveness of retail banking capabilities and the TMT’s ability to control, 
monitor and reward employees is near zero, consistent with hypothesis 5e. Therefore, retail 
banking capabilities and the TMT’s ability to control, monitor and reward employees are 
relatively unaffected positively or negatively by an acquisition when firms have high levels of 
internally-oriented absorptive capacity and low levels of externally-oriented absorptive capacity. 
However, results for the other capabilities that displayed a significant moderating effect 
between internally-oriented absorptive capacity and externally-oriented absorptive capacity on 
the change in capability effectiveness did not support hypothesis 5e.   Counter to hypothesis 5e, 
regression analysis reveal that when internally-oriented absorptive capacity is high and 
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externally-oriented absorptive capacity is low, the predicted change in the effectiveness of 
commercial banking capabilities, specialty banking capabilities, information technology 
capabilities, and the TMT’s ability to establish organizational culture is negative (Table 18).  In 
other words, at high levels of internally-oriented absorptive capacity and low levels of 
externally-oriented absorptive capacity, commercial banking capabilities, specialty banking 
capabilities, information technology capabilities, and the ability to establish organizational 
culture are all likely to experience a decline in effectiveness.  
The theory underlying hypothesis 5e is that high levels of internally-oriented absorptive 
capacity would protect a firm from a decline in capabilities, or as measured in this research, 
negative predicted values.  As discussed above, both retail banking and a TMT’s ability to 
control monitor and reward employees appear to have little change in effectiveness when 
internally-oriented absorptive capacity is high.  However, as illustrated in Figure 10, retail 
banking capabilities are unlikely to experience a decline in effectiveness regardless of the level 
of internally- or externally-oriented absorptive capacity the firm possesses.  Therefore, the results 
for retail banking capabilities do not provide support for hypothesis 5e forwarding the notion that 
high levels of internally-oriented absorptive capacity help protect capabilities from a decline.   
Additionally, as illustrated in Figure 13, a negative change in the TMT’s ability to control 
monitor and reward employees is most likely when the firm has low levels of both internally-
oriented and externally-oriented absorptive capacity.  When internally-oriented absorptive 
capacity is high or externally-oriented absorptive capacity is high, the change in effectiveness of 
the TMT’s ability to control monitor and reward employees is likely to be near zero.  Thus, 
consistent with hypothesis 5e, high levels of internally-oriented absorptive capacity do tend to 
protect the firm from a decline in the effectiveness of the TMT’s ability to control monitor and 
reward employees.  Yet unexpectedly, high levels of externally-oriented absorptive capacity also 
tend to protect the firm from a decline in the effectiveness of the TMT’s ability to control 
monitor and reward employees.  Although the results for the TMT’s ability to control monitor 
and reward employees supports hypothesis 5e, taken together the overall results do not appear to 
support hypothesis 5e. 
Hypothesis 5f proposes that when internally-oriented absorptive capacity is low, the 
value of the change in effectiveness will be negative at both high and low levels of externally-
oriented absorptive capacity.  This hypothesis is based on the notion that without internally-
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oriented absorptive capacity, the firm is likely to experience a decline in capabilities regardless 
of its level of externally-oriented absorptive capacity.  Analysis revealed that for information 
technology capabilities (Figure 15) and the TMT’s ability to establish organizational structure 
(Figure 13), the value change in effectiveness was predicted to be negative across various levels 
of externally-oriented absorptive capacity when internally-oriented absorptive capacity was low, 
consistent with hypothesis 5f.  However, as illustrated in Table 18, both information technology 
and the TMT’s ability to establish organizational structure were negatively impacted across 
various combinations of high and low values of internally- and externally-oriented absorptive 
capacity.  Therefore, it does not appear that low internally-oriented absorptive capacity, alone, is 
responsible for the decline in capabilities since high levels of internally-oriented absorptive 
capacity were also associated with a decline in these capabilities.  Consequently, although 
consistent with the predicted values, the collective results do not support hypothesis 5f. 
Analysis of retail banking capabilities (Figure 10), specialty banking capabilities (Figure 
12), and the TMT’s ability to control, monitor, and reward employees (Figure 14) does not 
support hypothesis 6f (Table 18).  For these various capabilities, low levels of internally-oriented 
absorptive capacity were associated with an insignificant change in the effectiveness across 
levels of externally-oriented absorptive capacity.  Unexpectedly, for specialty banking, 
capabilities actually fared better with low levels of internally-oriented absorptive capacity than 
when internally-oriented absorptive capacity was high but externally-oriented absorptive 
capacity was low.  When internally-oriented absorptive capacity was high and externally-
oriented absorptive capacity was low, specialty banking capabilities actually experienced a 
decline. 
Furthermore, counter to hypothesis 5f, the change in commercial banking capabilities 
(Figure 11) was insignificantly different from zero when internally-oriented absorptive capacity 
was low and externally-oriented absorptive capacity.  Consequently, results do not suggest that 
low internally-oriented absorptive capacity uniformly leads to a decline in capabilities.  
Therefore, hypothesis 5f is rejected. 
Interestingly, for commercial banking capabilities, decline was most likely across levels 
of low externally-oriented absorptive capacity regardless of the level of internally-oriented 
absorptive capacity.  Therefore, one explanation may be that externally-oriented absorptive 
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capacity is more critical to protecting a firm from a decline in commercial banking capabilities 
than originally hypothesized.  
 
SUMMARY RESULTS:  H5c and H5f 
 
5.3.3  Analysis of Capabilities Renewal on Future Growth 
5.3.3.1 Impact of Capabilities Renewal on Future Internal Development 
 Hypothesis 6 proposes that change in capability effectiveness will be positively related to 
future internal development.  To test this hypothesis, three sets of binary logistic regression 
analyses were used to predict the likelihood of a firm conducting a de novo new market entry 
within the 3 years following acquisition.  The three sets of analyses used the change in 
effectiveness of revenue-generating, operating, and TMT capabilities as predictors, respectively.  
Additionally, each model tested included controls for firm slack, size, the number of past de 
novo entries in the 10 years prior to acquisition, and the number of acquisitions completed the 
same year as the focal acquisition. 
 Results for the first set of analyses utilizing the change in effectiveness of revenue-
generating capabilities as predictors revealed that the change in the effectiveness of retail (Model 
1, Table 19), mortgage (Model 2, Table 19), commercial (Model 5, Table 19), and commercial 
real estate (Model 7, Table 19) were positively and significantly related to future internal 
development, consistent with hypothesis 7.  For the models utilizing the change in effectiveness 
of retail, mortgage, commercial, and commercial real estate as predictors, model fit was 
significant and the unstandardized regression coefficients were positive and significant.   
Because a similar model was tested using a variety of predictors, the sequentially rejective 
Predicted Value
Revenue Capabilities
Retail Banking Zero; Positive** Partially Supported Ŷ>≠0 Supported Ŷ=0 Supported Ŷ=0; Ŷ=0 Not supported
Commercial Banking Zero; Positive** Partially Supported Ŷ>≠0 Supported Ŷ<≠0 Not supported Ŷ<≠0; Ŷ=0 Not supported
Specialty Banking Zero; Positive* Partially Supported Ŷ>≠0 Supported Ŷ<≠0 Not supported Ŷ=0; Ŷ=0 Not supported
Operating Capabilities
Information Technology Negative**; Zero Not Supported Ŷ<≠0 Not Supported Ŷ<≠0 Not supported Ŷ<≠0; Ŷ<≠0 Supported
TMT Capabilities
Controlling/Monitoring/ 
Rewarding Positive**; Zero Not Supported Ŷ=0 Not Supported Ŷ=0 Supported Ŷ=0; Ŷ=0 Not supported
Establishing Org Structure Positive*; Zero Not Supported Ŷ<≠0 Not Supported Ŷ<≠0 Not supported Ŷ<≠0; Ŷ<≠0 Supported
*p<.05, **p<.01, ***p<.001
a
 p<.10
H5f
Ŷ=0 Ŷ<≠0; Ŷ<≠0
Ŷ at Low Internal, Low External; Ŷ 
at Low Internal, High External
H5c
Slope Low Internal; Slope High Internal
Weak, Positive; Strong Positive
Ŷ at High Internal and High 
External
H5d
Ŷ>≠0
H5e
Ŷ at High Internal and Low 
External
 127 
 
Bonferroni test was conducted on the model results to reduce the probability of concluding an 
effect is present when, in fact, there is no effect.  Results of the sequentially rejective Bonferroni 
test support the presence of an effect between the change in retail, mortgage, commercial 
banking, and commercial real estate capabilities and future internal development.  Consequently, 
models utilizing the change in effectiveness of retail, mortgage, commercial, and commercial 
real estate as a predictor for future internal development support hypothesis 6. 
=============================== 
Insert Table 19 About Here 
=============================== 
Results for the second set of analyses utilizing the change in effectiveness of operating 
capabilities as predictors revealed that the change in the effectiveness of marketing  (Model, 1, 
Table 20), human resources (Model 2, Table 20), finance (Model 4, Table 20), risk (Model 5, 
Table 20), documentation (Model 7, Table 20), compliance (Model 8, Table 20) and legal 
(Model 9, Table 20) operating capabilities were positively and significantly related to future 
internal development, consistent with hypothesis 6.  Additionally, for models utilizing the 
change in effectiveness of marketing, human resources, finance, risk, documentation, 
compliance, and legal operating capabilities as predictors, model fit was significant and the 
unstandardized regression coefficients were positive and significant.  The sequentially rejective 
Bonferroni test was conducted on each of the models and tests support the presence of an effect 
between the change in marketing, human resources, finance, risk, documentation, compliance 
and legal operating capabilities and the likelihood of future internal development.  Consequently, 
models utilizing the change in effectiveness of marketing, human resources, finance, risk, 
documentation, compliance, and legal operating capabilities as predictors for future internal 
development support hypothesis 6. 
=============================== 
Insert Table 20 About Here 
=============================== 
Lastly, results for the third set of analyses utilizing the change in effectiveness of TMT 
capabilities as predictors revealed that the change in the effectiveness of TMT’s ability to 
develop product and service mix (Model 1, Table 21), formulate strategy (Model 2, Table 21), 
make decisions (Model 3, Table 21), instill organizational climate and cohesiveness (Model 4, 
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Table 21), and allocate resources (Model 8, Table 21) were positively and significantly related to 
future internal development, consistent with hypothesis 6.  For models utilizing the change in 
effectiveness of TMT’s ability to develop product and service mix, formulate strategy, make 
decisions, instill organizational climate and cohesiveness, and allocate resources as predictors, 
model fit was significant and the unstandardized regression coefficients were positive and 
significant.  Additionally, the sequentially rejective Bonferroni test supports the presence of an 
effect for each of the TMT capabilities listed above.  Consequently, models utilizing the change 
in effectiveness of TMT’s ability to develop product and service mix, formulate strategy, make 
decisions, instill organizational climate and cohesiveness, and allocate resources as predictors for 
future internal development support hypothesis 6. 
=============================== 
Insert Table 21 About Here 
=============================== 
 Taken together the results from the analysis of revenue-generating, operating, and TMT 
capabilities consistently provide support for hypothesis 6 that the change in effectiveness of 
capabilities is positively associated with future internal development.  Interestingly, the number 
of past de novo new market entries was a positive and significant predictor of future internal 
development, but the other control variables were generally insignificant predictors of future 
internal development across the various models.   
 Next, hypothesis 7, which proposed that the change in capability scope will be positively 
related to future internal development, was examined using the two sets of analyses.  Each set of 
analyses utilized a different measure for the change in scope.  The first set of analyses measured 
the change in scope through a continuous measure that assesses the extent to which a firm 
increased the scope of capabilities on a scale ranging from 0 to 4.  The second set of analyses 
measured the change in scope with a dichotomous measure in which bank CEOs were asked to 
record a “1” or “0” for each category of revenue-generating capabilities their bank possessed 
prior to acquisition and 2 years following acquisition.  A “0” indicated that the bank did not 
possess the given revenue-generating capabilities and a “1” indicated that the bank did possess 
the given revenue-generating capabilities.  Using this measure, a change in scope was indicated 
when a bank recorded a “0” for the capability class prior to the acquisition and a “1” for the 
capability class post-acquisition.  Additionally, each set of analyses included controls for firm 
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slack, size, the number of past de novo entries in the 10 years prior to acquisition, and the 
number of acquisitions completed the same year as the focal acquisition. 
 As illustrated in Table 22, the change in capability scope was not a significant predictor 
of future internal development for any of the models that used the continuous measure to assess 
the change in scope.  Consequently, the first set of analyses to test the impact of change in scope 
on the likelihood of future internal development did not support hypothesis 7.  
=============================== 
Insert Table 22 About Here 
=============================== 
 The second set of analyses that used the dichotomous measure to assess a change in 
scope provided support for hypothesis 7.  For this set of analyses, the statistical significance of 
R2 for the model and the direction and statistical significance of the unstandardized regression 
coefficient for scope at time 1 (b1) and the unstandardized regression coefficient for scope at 
time 2 (b2) provide the basis for support for hypothesis 7.  Specifically, hypothesis 7 was 
supported when the coefficients of b1 and b2 are approximately the same size but b1 is positive 
and b2 is negative. 
As illustrated in Table 23, models 3 and 5 which examine the change in scope of private 
banking capabilities and merchant services capabilities as predictors of future internal 
development provide support for hypothesis 7.  In both model 3 and 5, the change in scope of the 
respective capabilities is significant and in the predicted direction. Consequently, Model 3 and 5 
in Table 23 provide statistical support for hypothesis 7. 
=============================== 
Insert Table 23 About Here 
=============================== 
It is important to note that both private banking and merchant services are typically 
regarded as ancillary services and not fundamental capabilities to a bank’s success.  Therefore, it 
is difficult to envision a bank pursuing future de novo new market entries merely because of the 
increase in scope of merchant services and private banking capabilities.  However, is also 
important to note the analysis of more fundamental capabilities to bank success such as retail and 
commercial banking capabilities was not possible under this method because of the lack of 
variability in those measures.  Consequently, it is reasonable to assume that the significance of 
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Models 3 and 5 in Table 23 may be illustrative of a pattern of behavior not fully captured in the 
statistical model.  Therefore, it is reasonable that the results of the analysis presented in Table 23 
provide support for hypothesis 7.  The table below presents a summary of the findings for 
hypotheses 6 and 7. 
 
SUMMARY RESULTS: H6 and H7 
 
5.3.3.2 Impact of Capabilities Renewal on Future Acquisitions 
 Hypothesis 8 proposes that the change in effectiveness of capabilities will have an U-
shaped relationship with the likelihood of future acquisition such that when the change in the 
effectiveness is negative, the likelihood of future acquisition is high, and as the change in 
effectiveness increases to zero, the likelihood of future acquisition declines, but as the change in 
effectiveness becomes positive, the likelihood of future acquisition increases.  Hypothesis 8was 
tested in three sets of analyses that examined the impact of the change in effectiveness of 
revenue-generating, operating, and TMT capabilities on the likelihood of future acquisition.  
Additionally, each set of analyses used binary logistic regression and included a quadratic term 
to test for a curvilinear relationship. 
 The first set of analyses regressed the likelihood of future acquisition on the change in 
effectiveness of revenue-generating capabilities.  These analyses presented in Table 24 reveal a 
significant relationship between the change in effectiveness of retail (Model 1a), commercial 
(Model 5a), merchant services (Model 8a), and treasury management capabilities (Model 9a); 
however, only models 1a (retail capabilities) and 5a (commercial capabilities) have significant 
unstandardized regression coefficients in the hypothesized direction.  The unstandardized 
regression coefficient for the quadratic terms for retail banking effectiveness (Model 1a) and 
commercial banking effectiveness (Model 5a) were positive and significant, while the 
unstandardized regression coefficient for the retail banking and commercial banking variable 
DV IV
Hypothesized 
Relationship 
Between IV 
and DV
Results: Revenue Generating 
Capabil ities
Results: Operating 
Capabil ities
Results:  Top Management 
Team Capabilities
H6
Future Internal 
Development
Change in 
Capability 
Effectiveness
Positive
Models supported: Retail, 
Mortgage, Commercial, and 
Commercial Real Estate
Models supported:  Market ing, 
Human Resource, Finance, Risk, 
Documentation, Compliance, and 
Legal 
Models supported:  Developing 
Product and Service Mix, 
Formulat ing Strategy, Decision 
Making, Instilling Climate and 
Cohesiveness, and Allocating 
Resources
H7 Future Internal 
Development
Change in 
Capability Scope
Positive Models supported: Private Banking 
and Merchant Services 
(Not examined) (Not examined)
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was insignificantly different from zero indicating a U-shaped relationship between the change in 
retail capabilities and the likelihood of future acquisition and a U-shaped relationship between 
the change in commercial capabilities and the likelihood of future acquisition.  Results of the 
binary logistic regression models were transformed into probabilities and graphed (see Figures 
16 and 17).  Additionally, the adjusted Nagelkerke pseudo R-square for Model 1a and 5a have an 
adjusted Nagelkerke pseudo R-square of 0.221 and 0.150, respectively.  Consequently, results 
for models 1a and 5a support the U-shaped relationship between the change in capability 
effectiveness and the likelihood of future acquisition as proposed by hypothesis 8.   
=============================== 
Insert Table 24 About Here 
=============================== 
=============================== 
Insert Figure 16 About Here 
=============================== 
=============================== 
Insert Figure 17 About Here 
=============================== 
Alternatively, results for model 8a that examines a quadratic relationship between the 
change in merchant services capability effectiveness and the likelihood of future acquisition and 
model 9a that examines the change in treasury management services effectiveness and the 
likelihood of future acquisition were significant but did not support the relationship hypothesized 
in hypothesis 8.  A graph of the these models, illustrated in Figures 18 and 19, illustrates an 
inverted U-shaped relationship between the likelihood of future acquisition and the change in 
effectiveness of merchant services (Figure 18) and treasury management services (Figure 19).  In 
other words, when the change in the effectiveness of the respective capabilities is negative the 
likelihood of future acquisition is low.  As the change in effectiveness approaches zero, the 
likelihood of future acquisition increases and as the change in effectiveness becomes 
increasingly positive the likelihood of acquisition decreases. 
=============================== 
Insert Figure 18 About Here 
=============================== 
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=============================== 
Insert Figure 19 About Here 
=============================== 
 
The sequentially rejective Bonferroni test was used to test the results for models 1a, 5a, 
8a and 9a to reduce the likelihood of concluding that an effect exists when in reality no effect is 
present.  The sequentially rejective Bonferroni test support the presence of an effect for each of 
the revenue-generating capabilities examined in models 1a, 5a, 8a and 9a. 
The second set of analyses to test hypothesis 8 regressed the likelihood of future 
acquisition on the change in effectiveness of operating capabilities.  These analyses presented in 
Table 25 did not support a U-shaped relationship between the change in capability effectiveness 
and the likelihood of future acquisition, proposed by hypothesis 8.  Results for Model 5a, 8a and 
11a revealed a significant relationship between the squared change in operating capability 
effectiveness and the likelihood of future acquisition; however, the direction of the 
unstandardized regression coefficients in each of the significant models did not support a U-
shaped relationship proposed by hypothesis 8.  Similar to the results above, graphs of these 
models reveal an inverted U-shaped relationship between the change in risk management (Figure 
20), compliance (Figure 21), and branch management (Figure 22) effectiveness and the 
likelihood of future acquisition.  Additionally, the sequentially rejective Bonferroni test support 
the presence of an effect for the change in effectiveness of risk management, compliance, and 
branch management. 
 
=============================== 
Insert Table 25 About Here 
=============================== 
=============================== 
Insert Figure 20 About Here 
=============================== 
=============================== 
Insert Figure 21 About Here 
=============================== 
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=============================== 
Insert Figure 22 About Here 
=============================== 
Lastly, the third set of analyses to test hypothesis 8 regressed the likelihood of future 
acquisition on the change in effectiveness of TMT capabilities.  These analyses presented in 
Table 26 reveal a significant relationship between the change in effectiveness of the TMT’s 
ability to instill climate and cohesiveness (Model 4a), instill direction and vision (Model 5a), and 
to share best practices across business units (Model 6a) and the likelihood of future acquisition; 
however only model 6a (ability to share best practices across business units) has a significant 
unstandardized regression coefficient in the hypothesized direction.  For Model 6a, the 
unstandardized regression coefficient for the squared change in the TMT’s ability to share best 
practices across business units was positive and significant.  A graph of the regression model, 
illustrated in Figure 23, also reveals a U-shaped relationship between the change in TMT 
capability effectiveness and the likelihood of future acquisition.  Consequently, results for Model 
6a are consistent with hypothesis 8 that proposes a U-shaped relationship between the change in 
TMT capability effectiveness and the likelihood of future acquisition.  
=============================== 
Insert Table 26 About Here 
=============================== 
=============================== 
Insert Figure 23 About Here 
=============================== 
Alternatively, Models 4a and 5a in Table 26 reveal and inverted U-shaped relationship 
between the likelihood of future acquisition and the change in the TMT’s ability to instill climate 
and cohesiveness (Model 4a) and the TMT’s ability to instill direction and vision (Model 5a) 
counter to hypothesis 8.  Both Model 4a and Model 5a had a negative and significant 
unstandardized regression coefficient for the respective squared predictor.  Additionally, graphs 
of these models, illustrated in Figures 24 and 25, reveal an inverted U-shaped relationship 
between the change in effectiveness of the respective TMT capability and likelihood of future 
acquisition.  Consequently, while the squared change in TMT effectiveness was significant for 
models 4a and 5a, Models 4a and 5a did not support hypothesis 8.   
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=============================== 
Insert Figure 24 About Here 
=============================== 
=============================== 
Insert Figure 25 About Here 
=============================== 
 Overall, the results of three sets of analyses conducted to examine hypothesis 8 provide 
mixed support for hypothesis 8.  The change in effectiveness of retail banking capabilities (Table 
24, Model 1a), commercial banking capabilities (Table 24, Model 5a), and the TMT’s ability to 
share best practices across business units (Table 26, Model 6a) have a U-shaped relationship 
with likelihood of future acquisition  consistent with hypothesis 8.  However, alternative to the 
U-shaped relationship proposed in hypothesis 8, the change in effectiveness of the change in 
effectiveness of merchant services (Table 24, Model 8a), treasury management services (Table 
24, Model 9a), risk management (Table 25, Model 5a), compliance (Table 25, Model 8a), branch 
management (Table 25, Model 11a), the TMT’s ability to instill climate and cohesiveness (Table 
26, Model 4a), and the TMT’s ability to instill direction and vision (Table 26, Model 5a) had an 
inverted U-shaped relationship with the likelihood of future acquisition.   
 Hypothesis 9 predicted that the change in the scope of capabilities would be negatively 
associated with future acquisition.  Hypothesis 9 was tested using two sets of analyses.  The first 
set presented in Table 27 used the continuous measure to assess the change in scope.  The second 
set of analyses presented in Table 28 used the dichotomous measure to assess the change in 
scope. 
=============================== 
Insert Table 27 About Here 
=============================== 
 Results for the first of analyses that used the continuous measure for the change in scope 
provides support hypothesis 9.  As illustrated in Table 27, the unstandardized regression 
coefficients for the change in scope of scope of commercial banking capabilities (Model 5), 
commercial real estate capabilities (Model 7) and payroll and tax capabilities (Model 10) 
revealed a significant and negative relationship between the change in scope of commercial 
banking capabilities, commercial real estate capabilities and payroll and tax capabilities and the 
 135 
 
likelihood of future acquisition. Models 5, 7 and 10 were significant and had adjusted 
Nagelkerke pseudo R-squares of 0.159; 0.160; and 0.121.  Additionally, the sequentially 
rejective Bonferroni tests support the presence of an effect for models 5, 7, and 10. 
 Table 28 presents the second set of analyses used to test hypothesis 9 that utilized a 
dichotomous measure to assess the change in capability scope.  As illustrated in Table 28, none 
of the scope variables were significant predictors of future acquisition, as proposed in hypothesis 
9.  
=============================== 
Insert Table 28 About Here 
=============================== 
  While results presented in Table 28 fail to support hypothesis 9, the results presented in 
Table 27 provide support for hypothesis 9.  These results indicated that as a firm increases the 
scope of its capabilities, the likelihood of future acquisition decreases.  Interestingly, while past 
internal development experience was a positive and significant predictor of future internal 
development, past acquisition experience was not a significant predictor of future acquisition in 
the various analyses discussed above.  In addition, among the control variables used in the 
various models, firm size was a relatively consistent, significant and positive predictor of future 
acquisition.  A summary of the findings concerning hypothesis 9 are summarized below. 
 
SUMMARY RESULTS: H8 and H9 
 
5.3.4  Analysis of Capabilities Renewal on Change in Performance 
The last two hypotheses, hypotheses 10 and 11, propose that the renewal of capabilities 
will be positively related to the change in firm performance.  Hypotheses 10 and 11 were tested 
using two measures for firm performance.  First, hypotheses were tested using the change in 
DV IV
Hypothesized 
Relationship 
Between IV 
and DV
Results: Revenue Generating 
Capabilities as Predictor
Results: Operating 
Capabilities as Predictor
Results:  Top Management 
Team Capabilities as Predictor
Models supported:  Retail and 
Commercial 
Not supported Models supported: Sharing best 
practices across units
(Not examined)
U-shaped
Change in Capability 
Effectiveness
Future 
AcquisitionH8
Alternative findings:  Inverted U-
shaped relationship with ability to 
instill climate and cohesiveness and 
ability to instill direction and vision
H9
Future 
Acquisition
Change in Capability 
Scope Negative (Not examined)
Alternative findings:  Inverted U-
shaped for Merchant Services and 
T reasury Management
Alternative findings:  Inverted U-
shaped for Branch Management, 
Risk Management, and Compliance
Models supported:  Commercial 
Banking, Commercial Real Estate, 
and Payroll and Tax
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ROA as a measure of firm performance.  Then, hypotheses were tested using the change in 
market share as a measure of firm performance.  Statistical analysis supports the hypotheses if 
model fit is significant and the coefficient for the change in effectiveness is negative or zero for 
firm performance at time 1 and positive and significant for firm performance at time 2.   
Hypothesis 10 suggests that a change in the effectiveness of capabilities will be positively 
related to the change in firm performance.  To test hypothesis 10, the change in ROA was 
regressed on the change in revenue (Table 29), operating (Table 30), and TMT capabilities 
(Table 31).  Consistent with hypothesis 10, Models 2 and 5 in Table 29 were both significant and 
illustrated a positive and significant relationship between the change in mortgage and 
commercial revenue-generating capabilities and the change in ROA.  Furthermore, the R-square 
for Models 2 and 5 in Table 29 was 0.077 and 0.066, respectively. 
=============================== 
Insert Table 29 About Here 
=============================== 
Alternatively, results presented in Tables 30 and 31 reveal an insignificant relationship 
between the change in effectiveness of all operating (Table 30) and all TMT (Table 31) 
capabilities and the change in firm ROA, alternative to hypothesis 10.  
=============================== 
Insert Table 30 About Here 
=============================== 
=============================== 
Insert Table 31 About Here 
=============================== 
To test hypothesis 10 using market share as a measure of firm performance, the change in 
market share was regressed on the change in revenue (Table 32), operating (Table 33), and TMT 
capabilities (Table 34).  When tests were conducted using the change in market share as an 
indicator of firm performance (see Tables 32-34), results again revealed a positive and 
significant relationship between some revenue-generating capabilities and the change in firm 
performance.  Consistent with hypothesis 10, Models 1, 2, and 5 in Table 32 were significant and 
illustrated a positive and significant relationship between the change in effectiveness of retail 
(Model 1), mortgage (Model 2), and commercial (Model 5) revenue-generating capabilities and 
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the change in firm market share. Furthermore, the R-square for Models 1, 2, and 5 in Table 32 
was 0.080; 0.071; and 0.086, respectively.  Additionally, contrary to hypothesis 10, results in 
Tables 33 and 34 reveal an insignificant relationship between the change in effectiveness of all 
operating (Table 33) and all TMT (Table 34) capabilities and the change in firm market share. 
=============================== 
Insert Table 32 About Here 
=============================== 
=============================== 
Insert Table 33 About Here 
=============================== 
=============================== 
Insert Table 34 About Here 
=============================== 
Taken together, the above analyses provide partial support for hypothesis 10. Consistent 
with hypothesis 10, the change in effectiveness of some revenue-generating capabilities was 
positively related to a change in firm performance.  However, alternative to hypothesis 10, the 
change in effectiveness of operating and TMT capabilities was not significantly related to the 
change in firm performance. Below is a table summarizing the findings concerning hypothesis 
10. 
 
SUMMARY RESULTS: H10 
 
 Hypothesis 11 proposed that the change in the scope of capabilities would be positively 
related to the change in firm performance.  To test hypothesis 11, the change in ROA was 
regressed on the change in capability scope.  As discussed previously, the change in scope was 
measured using two methods--a continuous variable and dichotomous variable.  Table 35 
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Change in 
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Change in 
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presents the results for regression analyses in which the change in ROA was regressed on the 
change in capability scope measured through the continuous variable while Table 36 presents the 
results for the regression analyses in which the change in ROA was regressed on the change in 
capability scope measured through the dichotomous variable.  As illustrated in Tables 35 and 36, 
results were insignificant across all capabilities (see Table 35 and 36) regardless of the method 
used to assess the change in capability scope.  Consequently, a change in capability scope was 
not associated with a change in ROA. 
=============================== 
Insert Table 35 About Here 
=============================== 
 
=============================== 
Insert Table 36 About Here 
=============================== 
Alternatively, when hypothesis 11 was tested using market share to assess a change in 
firm performance, several scope variables were positively related to a change in firm 
performance. Table 37 presents the results for regression analyses in which the change in market 
share was regressed on the change in capability scope measured through the continuous variable.  
Consistent with hypothesis 11, Models 6, 7, and 13 in Table 37 were all significant and revealed 
positive and significant relationship between the change in scope in corporate (Model 6), 
commercial real estate (Model 7), and specialty services (Model 13) capabilities and the change 
in firm market share. Furthermore, the R-square for Models 6, 7, and 13 in Table 37 was 0.071; 
0.072; and 0.074, respectively.  Additionally, the sequentially rejective Bonferroni test was used 
to reduce the likelihood of concluding that an effect exists when in reality no effect is present 
and provided support for the presence of an effect in the models listed.   
=============================== 
Insert Table 37 About Here 
=============================== 
The second method to examine the change in scope of capabilities that used a 
dichotomous measure assesses the possession of capabilities at prior to acquisition and two years 
after acquisition.  Using this method, hypothesis 11 would be supported if b1 for the models 
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predicting market share in time 2 was positive and significant, b2 for the same model was 
negative and significant, and b1 and b2 for the model predicting market share in time 1 were 
negative or zero.  Using this method, results across the various revenue-generating capabilities 
were insignificant as illustrated in Table 38. 
=============================== 
Insert Table 38 About Here 
=============================== 
  Taken together, results provide partial support for hypothesis 11 that proposed that the 
change in capability scope would be positively associated with the change in firm performance.  
Consistent with hypothesis 11, the change in capability scope was positively related to a change 
in firm market share.  However, alternative to hypothesis 11, the change in capability scope was 
not significantly related to the change in ROA. Below is a table summarizing the findings 
concerning hypothesis 11. 
 
SUMMARY RESULTS: H12 
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CHAPTER 6  DISCUSSION AND IMPLICATIONS 
 
 The purpose of this research was to improve our understanding of the relationship 
between acquisitions and capability renewal.  Prior research has indicated that while some firms 
are able to utilize acquisitions to improve the scope or effectiveness of their capabilities, others 
were not.  Further, some prior research suggests that acquisition improves a firm’s capacity for 
internally generated growth, while some suggests acquisition lowers this capacity.  In the quest 
to address these conflicting messages, this dissertation, sought to address the following research 
questions: 
1. How does cumulative acquisition experience impact the renewal in capabilities 
from a focal acquisition? 
2. Why do some firms experience a renewal in capabilities from a particular 
acquisition, while other firms making similar acquisitions either fail to renew their 
capabilities or experience a decline in capabilities following the acquisition? 
3. How does acquisition impact the future growth strategy adopted by firms? 
4. How does the change in capabilities from acquisition impact post-acquisition 
performance? 
The perspective brought forward to address these questions is that the relationship 
between acquisition and capability renewal is influenced by the capacity of the organization to 
identify and utilize the knowledge and capabilities embedded within the acquired firm.  More 
specifically, it was argued that the firm’s absorptive capacity plays a central role in the ability of 
firms to renew capabilities through acquisition. 
This chapter discusses the outcomes of this research and implications of the results and is 
organized as follows:  Sections 6.1, 6.2, 6.3 and 6.4 address the results pertaining to research 
questions one, two, three and four, respectively. Section 6.5 addresses the potential implications 
of this study.  Section 6.6 addresses the limitations of this study including important boundary 
conditions, impacting the interpretation of this study.  Finally, Section 6.7 proposes future 
research questions in light of the findings of this study. 
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6.1 IMPACT OF CUMULATIVE ACQUISITION AND GROWTH STRATEGY ON 
RENEWAL OF CAPABILITIES 
The conceptual model advanced in this research suggests that cumulative acquisition 
experience, in conjunction with past internal development experience, impacts the development 
of absorptive capacity that, in turn, influences the firm’s ability to renew its capabilities through 
acquisition.   The relationship between prior acquisition experience and absorptive capacity 
was tested by examining the impact that past internal development and acquisition experience 
has on the firm’s absorptive capacity.  Then, the predicted level of absorptive capacity was 
evaluated at theoretically relevant combinations of internal development and acquisition 
experience that reflected past growth experience.  Thus, this research was implicitly directed at 
determining what type of previous growth experience would have the most positive effect on the 
development of both internally- and externally-oriented absorptive capacity.  However, the 
overall results failed to support the notion that historical growth strategy impacts the 
development of absorptive capacity. 
The lack of support for these hypotheses may be due to several reasons.  First, the lack of 
results may be due to measurement and/or sample selection.  These hypotheses were tested using 
a single industry and measures for acquisition and internal development specific to the banking 
industry.  Internal development was measured using de novo entry into new MSAs and 
acquisition included only the acquisition of banks and not the acquisition of other types of 
business.   There is a possibility that the measures used exclude valuable acquisition and internal 
development experience that impacts the development of absorptive capacity.  Also, it is possible 
that there are factors unique to the banking industry that limit the impact of past experience on 
the development of absorptive capacity. 
A second potential reason for the lack of support for these hypotheses may be that the 
effect that past experience has on the development of absorptive capacity is very small and the 
small sample size (N=260) was not large enough to detect a significant relationship between past 
experience and the development of absorptive capacity.  The small effect is most likely 
indicative of the variety of other potential factors that are likely to significantly impact the 
development of absorptive capacity.  This study only examined past acquisition and internal 
development experience and excluded the impact of other likely factors that impact the 
development of absorptive capacity.  Therefore, the lack of support for these hypotheses may 
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reflect the need to incorporate a more comprehensive understanding a firm’s past experience to 
predict the development of absorptive capacity. 
Despite the lack of support for these hypotheses, these results also reveal that despite past 
literature that has provided theoretical evidence that firms that pursue only acquisitions will have 
lower internally-oriented absorptive capacity, these results provide no evidence that firms that 
pursue only acquisitions or are highly acquisitive have underdeveloped internally-oriented 
absorptive capacity.   
Additional post hoc analysis was conducted to try to learn more about firms that pursued 
only acquisitions as a means of growth.  A scatter plot, illustrated in Figure 7, reveals that firms 
that pursued only acquisitions tend to cluster based on their measure of internally- and 
externally-oriented absorptive capacity; one group of firms tended to have high levels of both 
internally- and externally-oriented absorptive capacity while the other group of firms tended to 
have low levels of both internally- and externally-oriented absorptive capacity.   
In sum, the results suggest that contrary to the initial hypothesis of this dissertation, many 
firms that pursue growth solely through acquisitions do not develop a strong externally-oriented 
absorptive capacity.  These results may reflect differences in growth goals among acquisitive 
firms; those firms that fail to develop either externally- or internally-oriented absorptive capacity 
may be seeking economies of scale and scope and are less concerned with acquisitions as an 
opportunity to acquire new knowledge. 
Also notable was the difference in the R-square for each of the regression analyses 
conducted to explain externally-oriented absorptive capacity and internally-oriented absorptive 
capacity.  The R-square for Model 1, Table 11 predicting externally-oriented absorptive capacity 
was 0.187, whereas the R-square for Model 2, Table 11 predicting internally-oriented absorptive 
capacity was 0.041.  Therefore, a firm’s acquisition and internal development experience 
explains far less variance in the predicted level of internally-oriented absorptive capacity than 
externally-oriented absorptive capacity.  Consequently, results suggest there are other important 
factors that have yet to be uncovered that influence the development of internally-oriented 
absorptive capacity. 
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6.2 IMPACT OF ABSORPTIVE CAPACITY ON THE RENEWAL OF CAPABILITIES 
Another primary goal of this research was to examine why some firms experience a 
renewal in capabilities from a particular acquisition, while other firms making similar 
acquisitions either fail to renew their capabilities or experience a decline in capabilities following 
the acquisition.  Theory suggests that a firm’s absorptive capacity plays a fundamental role in 
explaining the different outcomes of acquisitions on a firm’s capabilities.  Additionally, theory 
suggests that a firm’s absorptive capacity is a multidimensional construct and that the various 
dimensions of absorptive capacity interact to impact learning outcomes from acquisitions.  
However, the research presented in this dissertation illustrates that the interactions between the 
various dimensions of absorptive capacity are considerably more complex than initially 
predicted. 
Section 6.2.1 outlines major findings concerning how the various dimensions of 
absorptive capacity impact a firm’s ability to broaden its scope of capabilities.  Next, Section 
6.2.2 outlines findings concerning how the various dimensions of absorptive capacity impact the 
likelihood that the effectiveness of a firm’s capabilities will change positively or negatively as a 
result of acquisition. 
6.2.1 Change in the Scope of Capabilities 
   The results suggest that externally- and internally-oriented absorptive capacity play very 
different roles in influencing change in the scope of capabilities following an acquisition.  It was 
predicted that both internally- and externally-oriented absorptive capacity would have a positive 
impact on a firm’s ability to expand its capabilities into entirely new areas.  The basis for this 
predication was the argument that externally-oriented absorptive capacity would assist a firm in 
renewing their capabilities from acquisition by creating a culture open to external knowledge, 
reducing the not-invented-here syndrome, increasing the awareness of new and developing 
trends, and enhancing the acquiring firm’s ability to evaluate external knowledge, and that 
internally-oriented absorptive capacity capabilities would impact the likelihood that the acquiring 
firm would increase the scope of its capabilities by helping the firm access the knowledge 
possessed by the target through the development of social capital between the acquiring and 
target firms, disseminate the knowledge possessed by the target through the utilization of 
existing social networks and knowledge sharing routines, and utilize the new capabilities 
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possessed by the target through the creation of an organizational environment that facilitates 
trial-and-error learning.   
This study examined the change in scope of capabilities through two methods.  One 
method used a dichotomous measure to capture whether the acquiring firm possessed the 
respective class of revenue-generating capabilities prior to acquisition and whether the acquiring 
firm possessed the respective class of revenue-generating capabilities two years after acquisition. 
This method was relatively conservative considering that this method would not capture whether 
a firm gained entirely new capabilities within an existing service line.  Consequently, this 
method captures whether a firm is likely to acquire a target that possesses one or more service 
lines different from the acquirer’s existing service lines.  Utilizing this method, analysis revealed 
that externally-oriented absorptive capacity was positively related to the likelihood that a firm 
will acquire a target in possession of treasury services and specialty services when the acquirer 
had no capabilities in those areas.  Furthermore, the results revealed that internally-oriented 
absorptive capacity had no significant direct effect on the likelihood of acquiring a target with 
one or more different service lines.  Thus, it appears that strong externally-oriented absorptive 
capacity’s tendency to increase the firm’s awareness of new and developing trends and openness 
to new knowledge, positively impacts whether a firm seeks a target with completely new 
capabilities.  However, across the vast majority of revenue classes, internally-oriented absorptive 
capacity, or the ability of the firm to internalize a new capability, plays a relatively insignificant 
role in selecting a target with completely new capabilities. 
 The presence of strong internally-oriented absorptive capacity does appear to play a key 
role in selecting a target with specialty services when the acquirer did not possess capabilities in 
specialty services.  As illustrated in Figure 9, the presence of strong internally-oriented 
absorptive capacity significantly reduced the likelihood of selecting a target with entirely new 
specialty services capabilities when the firm lacked externally-oriented absorptive capacity.  The 
presence of this effect only in the area of specialty services may be due in part to the nature of 
specialty services.  Specialty services generally include some type of service line targeted to a 
unique consumer.  For example, these services may be tailored to the needs of special segment of 
the market such as churches, governments, home owners associations, specialty agricultural 
segments (ex. vineyards), etc.  Additionally, these services may include non-traditional banking 
products and services such as software applications, consulting services, etc.  A firm with very 
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strong internally-oriented absorptive capacity that lacks externally-oriented absorptive capacity 
is likely to have a very strong culture, well developed understanding of its identity, and solid 
appreciation of the knowledge it possesses, and therefore, may be more likely to shy away from 
acquiring banks with unique and non-traditional products. However, as a firm’s externally-
oriented absorptive capacity increases, the likelihood of selecting a target with entirely new 
specialty services capabilities increases, most likely due to the openness to new trends and 
knowledge that externally-oriented absorptive capacity fosters. 
 The results of tests on the influence of internally- and externally-oriented absorptive 
capacity on change in scope of capabilities were quite different when the change in scope 
measure was based on the acquiring CEO’s assessment of the extent to which the acquiring bank 
gained new capabilities through the acquisition of the target.  Utilizing this method, externally-
oriented absorptive capacity had a negative impact on the acquirer’s likelihood of expanding the 
scope of its commercial real estate and mortgage capabilities.  Internally-oriented absorptive 
capacity, on the other hand, had a positive impact on the acquirer’s likelihood of expanding the 
scope of its retail, insurance, and treasury capabilities.   
Given that the CEO assessment of the change in scope is more reflective of entirely new 
capabilities internalized by the acquiring firm, these results suggest that internally-oriented 
absorptive capacity plays a key role in helping the acquiring firm internalize entirely new 
capabilities by providing the firm with routines to develop social capital between the acquiring 
and target firms, disseminate the new knowledge, and support trial-and-error learning. However, 
externally-oriented absorptive capacity negatively impacts the internalization of entirely new 
capabilities.  This effect may be caused by the likelihood that firms with strong externally-
oriented absorptive capacity are overly focused on the external environment and trends and 
unable to focus on opportunities to leverage internal capabilities. 
 This analysis also revealed a significant moderating effect between internally- and 
externally-oriented absorptive capacity in predicting the extent to which an acquirer would 
expand its scope of wealth management capabilities.  To interpret this moderating effect, it 
helped to reframe the graphical representation using externally-oriented absorptive capacity as a 
moderator.  Reframing the graph was also theoretically warranted because it appears as though 
internally-oriented absorptive capacity displays a relatively consistent direct effect on the extent 
to which an acquirer expands its scope of capabilities.  The reframed graph, displayed as Figure 
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26, illustrates that high externally-oriented absorptive capacity eliminates the positive effects of 
internally-oriented absorptive capacity on the acquirer’s ability to internalize a broader scope of 
wealth management capabilities.  However, when the firm’s externally-oriented absorptive 
capacity is low, a firm’s ability to internalize the new wealth management capabilities increases 
as internally-oriented absorptive capacity increases.  Figure 26 thus further illustrates the 
negative impact that externally-oriented absorptive capacity may have on a firm’s ability to 
internalize a broader scope of capabilities. 
=============================== 
Insert Figure 26 About Here 
=============================== 
 Overall, these results suggest that internally- and externally-oriented absorptive capacity 
contribute differently to a firm’s ability to increase its scope of capabilities through acquisition.  
Externally-oriented absorptive capacity appears to contribute to a firm’s selection of a target with 
a set of capabilities that are completely new to the firm.  Furthermore, it appears as though high 
levels of internally-oriented absorptive capacity may decrease the likelihood of a firm increasing 
its scope of capabilities by acquiring a firm with completely different capabilities.  However, 
internally-oriented absorptive capacity has a positive effect on a firm’s ability to increase the 
scope of its capabilities once a firm acquires a target that possesses new capabilities.  Finally, 
externally-oriented absorptive capacity tends to have a negative effect on a firm’s ability to 
internalize a broader scope of capabilities once new capabilities are acquired. 
6.2.2 Change in the Effectiveness of Capabilities 
 Another primary research objective of this dissertation was to uncover why some firms 
are able to increase the effectiveness of their capabilities from acquisition, while other firms 
experience a decline in capabilities from acquisition.  This dissertation forwards the hypothesis 
that the various dimensions of absorptive capacity positively impact the change in capability 
effectiveness from acquisition.  Specifically, it was proposed that both internally- and externally-
oriented absorptive capacity will have positive, independent direct effects on the change in 
capability effectiveness from acquisition as well as moderating effects.  Interestingly, the results 
of this study show that the direct and moderating effects of the various dimensions of absorptive 
capacity on the change in capability effectiveness depend largely on the nature of the 
capabilities. 
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 It was expected that externally-oriented absorptive capacity would have a positive, direct 
effect on the change in capability effectiveness.  Because externally-oriented absorptive capacity 
is associated with greater openness to new knowledge and awareness of developing trends, it was 
predicted that high externally-absorptive capacity would enhance a firm’s ability to improve its 
existing capabilities through acquisition.  Analysis of revenue-generating capabilities reveals a 
significant and positive direct effect of externally-oriented absorptive capacity across various 
revenue-generating capabilities including mortgage, insurance, commercial, treasury, and 
specialty.  Consequently, it appears as though a firm’s ability to look to outside sources for new 
knowledge and market trends positively impacts a firm’s ability to improve the effectiveness of 
their revenue-generating capabilities.  Additionally, externally-oriented absorptive capacity had a 
positive, direct effect on the TMT’s ability to develop new product and service mix and the 
TMT’s ability to control, monitor and reward employees, but did not have a significant 
relationship with the change in any of the operational capabilities. 
 It was also expected that internally-oriented absorptive capacity would have a positive 
direct effect on the change in capability effectiveness.  It was predicted that firms with greater 
internally-oriented absorptive capacity would have the ability to utilize the new knowledge 
provided by the target firm, because of its socialization, knowledge sharing, and transformation 
capabilities.  The results indicated that internally-oriented absorptive capacity has a positive 
direct effect on many of the operational capabilities including finance, risk management, 
compliance, and branch management.  Additionally, internally-oriented absorptive capacity had 
a positive, direct effect on many of the TMT capabilities including developing an appropriate 
product and service mix, decision making, instilling organizational climate and cohesiveness, 
instilling direction and vision, controlling, monitoring and rewarding employees, and 
establishing organizational structure, Internally-oriented absorptive capacity did not have a 
significant direct effect on any revenue-generating capabilities with the exception of private 
banking capabilities. 
 These results suggest that the various dimensions of absorptive capacity foster the 
development of different capabilities.  Externally-oriented absorptive capacity played a 
significant role in the development of revenue-generating capabilities.  Externally-oriented 
absorptive capacity is associated with a greater awareness of new and developing environmental 
trends and a greater openness to new knowledge.  Because the success of revenue-generating 
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capabilities depends on their appropriate fit with the external environment, it is likely that 
externally-oriented absorptive capacity positively contributes to the change in effectiveness of 
revenue-generating capabilities by improving the fit of those capabilities to the external 
environment.  Similarly, externally-oriented absorptive capacity was positively associated with 
the change in the TMT’s ability to develop product and service mix and the TMT’s ability to 
control, monitor and reward employees.  Again, externally-oriented absorptive capacity is likely 
to positively contribute the change in these capabilities by helping to more appropriately align 
the products, services, and employee incentives to the external environment. 
 Internally-oriented absorptive capacity was significant in predicting the change in 
operational capabilities. Internally-oriented absorptive capacity is associated with the internal 
socialization processes, knowledge sharing routines within the organization, clearly understood 
roles and responsibilities, and a well developed understanding of where important organizational 
knowledge is located in the organization.  Consequently, high internally-oriented absorptive 
capacity may help facilitate an improvement in operations because organization members have a 
clear understanding of internal operations and of organization members’ roles and 
responsibilities.  Therefore, as new operational knowledge becomes available to the organization 
through acquisition, organizational members have a clear understanding of how to incorporate 
that knowledge.   
The positive effect that internally-oriented absorptive capacity has on organizational 
operations may also be due to characteristics of internally-oriented absorptive capacity that serve 
to protect operational capabilities from a decline in effectiveness.  A highly socialized 
organization and a well developed understanding of roles and responsibilities may serve to buffer 
internal operations from disruptions associated with acquisition.  Risk management, compliance, 
and branch management capabilities all exhibited a positive relationship with internally-oriented 
absorptive capacity.  These areas are particularly vulnerable when incorporating new 
organizations with different approaches to managing risk, compliance, and branch operations.  In 
early interviews with bank executives, several executives discussed the difficulties of integrating 
bank acquisitions when the target and acquirer had very different risk profiles and philosophies 
about managing risk.  Therefore, a strong understanding of the acquirer’s risk orientation may 
buffer the acquirer from difficulties associated with incorporating a target with a different 
approach to risk management. 
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Also notable in the analysis was the lack of a direct effect of externally-oriented 
absorptive capacity on operational capabilities and the lack of a direct effect of internally-
oriented absorptive capacity on revenue-generating capabilities.  The absence of direct effect 
may be related to the unique characteristics of each absorptive capacity dimension.  For example, 
externally-oriented absorptive capacity may not directly impact the change in operational 
capabilities because it is more directed at environment and market trends and less concerned 
about internal operations.  Similarly, internally-oriented absorptive capacity may not directly 
impact the change in revenue-generating capabilities because it is more directed at internal 
operations and less concerned with monitoring the environment and market trends.  Furthermore, 
as discussed below, the analysis also revealed numerous moderating effects.  For some types of 
capabilities, the impact of externally- and/or internally-oriented absorptive capacity is 
completely contingent on the presence of the other dimension of absorptive capacity. Therefore, 
internally-oriented absorptive capacity may not have had a direct effect on revenue-generating 
capabilities because the positive contribution of internally-oriented absorptive capacity is 
completely contingent on the presence of high externally-oriented absorptive capacity.  When 
internally-oriented absorptive capacity is high but the organization does not have externally-
oriented absorptive capacity, internally-oriented absorptive capacity does not impact the change 
in revenue-generating capabilities because the firm is not open to new knowledge and is less 
likely to incorporate new knowledge.  However, when a firm is open to new knowledge due to 
high externally-oriented absorptive capacity, high internally-oriented absorptive capacity is more 
likely to play a significant role in transforming existing capabilities. 
 For several of the capabilities tested, internally- and externally-oriented absorptive 
capacity exhibited a moderating effect on the change in capability effectiveness; however, the 
impact of the moderating effect differed across capabilities.  For revenue-generating capabilities, 
internally-oriented absorptive capacity had a strong, positive effect on the relationship between 
externally-oriented absorptive and the change in capability effectiveness.  Therefore, for 
revenue-generating capabilities it appears as though the positive effects of externally-oriented 
absorptive capacity depend on the presence of strong internally-oriented absorptive capacity.  
For the TMT capabilities that were significantly impacted by the moderating effects of 
internally-oriented absorptive capacity, the two dimensions of absorptive capacity appeared to 
act as substitutes for one another, rather than complements as proposed in hypothesis 6c and 
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exhibited by the revenue-generating capabilities.  Hypothesis 6c proposed high levels of 
internally-oriented absorptive capacity would moderate the effect of externally-oriented 
absorptive capacity on the change in effectiveness such that externally-oriented absorptive 
capacity would have a stronger positive effect when internally-oriented absorptive capacity was 
high.  Under this scenario, the most favorable outcome would occur when both internally-
oriented absorptive capacity and externally-oriented absorptive capacity were high because of 
the predicted additive effect.  However, the results for the two TMT capabilities did not illustrate 
this type of additive effect.  Instead as illustrated in Figures 11 and 12, the outcome was no more 
favorable when both internally-oriented absorptive capacity and externally-oriented absorptive 
capacity were high than when either dimension was high.   
For these TMT capabilities, the most favorable outcome, based on +1/-1 standard 
deviation of both absorptive capacity dimensions, was a negligible change in capabilities (i.e. a 
measure of “0” for the change in effectiveness) for the TMT’s ability to control, monitor and 
reward employees and a small negative change for the TMT’s ability to establish organizational 
structure the most favorable predicted outcome involves in capabilities.  Therefore, these 
capabilities tended to experience a negative or insignificant change in effectiveness.  
Consequently, it appears as though the TMT’s abilities to establish structure and control, monitor 
and reward employees experiences the smallest negative effects (i.e. the most favorable 
outcome) when the organization either has processes in place to gather, understand and 
appreciate new knowledge (i.e. high externally-oriented absorptive capacity) or strong 
socialization practices and understanding of roles and responsibilities (i.e. high internally-
oriented absorptive capacity). Therefore, it appears as though for these two TMT capabilities, 
high externally-oriented absorptive capacity can substitute for high internally-oriented absorptive 
capacity and vice a versa.   
Likewise, for these TMT capabilities, the most unfavorable outcome occurred when 
neither was high.  The largest negative change (i.e. the least favorable outcome) in capability 
effectiveness occured when the organization has neither the processes in place to gather, 
understand and appreciate new knowledge (i.e. low externally-oriented absorptive capacity) nor 
strong socialization practices and understanding of roles and responsibilities (i.e. low internally-
oriented absorptive capacity).   
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 Hypotheses 6d to 6f were primarily concerned with predicting when the change in 
capability effectiveness would be positive and when the change would be negative.  Overall, 
these hypotheses did a poor job predicting the change in capabilities; however, the results do 
provide significant insights into capability change.  First, descriptive statistics reveal that some 
capabilities are more susceptible to a negative or positive change than other capabilities.  The 
mean change in effectiveness for most revenue-generating and operational capabilities was 
slightly above zero, suggesting a slightly positive change in capabilities.  Furthermore, frequency 
charts for revenue and operating capabilities revealed that data were reasonably normally 
distributed.  However, the mean change in effectiveness of several of the TMT capabilities was 
typically less than zero, suggesting that on average, firms experience a decline in TMT 
capabilities following acquisition.  In addition, some capabilities were much more likely to have 
a negative change in effectiveness following acquisition, (e.g. information technology and 
establishing organizational structure) while other capabilities were more likely to exhibit a 
positive change in effectiveness (e.g retail banking). 
 Aside from the nature of the capability, results support the notion that high levels of both 
internally- and externally-oriented absorptive capacity were more commonly associated with a 
positive change in capabilities following acquisition.  Similarly, for capabilities that appeared 
more likely to exhibit a decline in effectiveness from acquisition, high levels of both internally- 
and externally-oriented absorptive capacity appeared to lessen decline in those capabilities.   
Results also showed that high internally-oriented absorptive capacity has a positive 
impact on operational capabilities and protects some TMT capabilities from decline.  However, 
results revealed that for revenue-generating capabilities, both high internally- and high 
externally-oriented absorptive capacity were necessary to protect a firm from a decline in those 
capabilities.  For certain TMT capabilities and revenue-generating capabilities, though, high 
externally-oriented absorptive capacity without the presence of internally-oriented absorptive 
capacity could equally protect a firm’s capabilities from decline. 
 The research model advanced also suggested that the largest decline in capabilities would 
occur when both internally- and externally- oriented absorptive capacity were low.  In most 
models, the outcome for capabilities when both dimensions of absorptive capacity were low was 
unfavorable and at the very least was not the most favorable outcome.  However, a surprising 
result of the analysis is that for some capabilities, the largest decline may occur when the 
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strength of internally- and externally-oriented absorptive capacity is disproportionate.  For 
example, for information technology capabilities, the largest decline occurred when externally-
oriented absorptive capacity was high and internally-oriented absorptive capacity was low.  
Similarly, the largest decline in specialty service capabilities occurred when externally-oriented 
absorptive capacity was low and internally-oriented absorptive capacity was high. These findings 
suggest that when one dimension of absorptive capacity overpowers the other dimension, the 
firm may experience negative consequences.  If a firm is overly focused on developing 
externally-oriented absorptive capacity but does not focus on developing internally-oriented 
absorptive capacity, the firm is likely to bring in new knowledge but difficulties utilizing and 
incorporating the new knowledge may lead to a decline in existing capabilities.  Likewise, if a 
firm is overly focused on internally-oriented absorptive capacity but does not focus on 
developing externally-oriented absorptive capacity, the firm that acquires another firm is likely 
to have difficulty accepting and incorporating new knowledge which might lead to a decline in 
existing capabilities. 
 Overall, the results of these analyses suggest that internally and externally-oriented 
absorptive capacity play a significant role in the change in capability effectiveness following 
acquisition.  Additionally, results suggest that while some capabilities are more prone to decline 
and other capabilities are more prone to improve following acquisition, the most favorable 
outcome is likely when firms have high levels of both internally- and externally-oriented 
absorptive capacity. 
6.3   IMPACT OF THE RENEWAL OF CAPABILITIES ON FUTURE GROWTH 
The third research question addressed in this dissertation is “how does acquisition impact 
the future growth strategy adopted by firms?”  Specifically, this research question was concerned 
with how the change in the effectiveness of capabilities and the change in the scope of 
capabilities would impact a firm’s decision to pursue future internal development and future 
acquisitions.  Consequently, Section 6.3.1 will discuss results that pertain to the adoption of 
future internal development and, Section 6.3.2 will discuss what the results of the study revealed 
about how the change in the effectiveness and scope of capabilities impacted the likelihood of 
future acquisition. 
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6.3.1  Impact of the Change in Capability Effectiveness and Scope on the Likelihood of 
Future Internal Development 
Results of the study revealed that change in capability effectiveness was positively 
associated with the likelihood of future internal development.  These results suggest that as a 
firm experiences a decline in the effectiveness of its capabilities, it is less likely to pursue a de 
novo, new market entry in the three years following acquisition.  Additionally, as a firm 
experiences increases in the effectiveness of its capabilities, it becomes increasingly likely to 
pursue a de novo, new market entry in the three years following acquisition.  These results were 
consistent across various types of revenue-generating, operating, and TMT capabilities. 
Accordingly, results suggest that as a firm experiences a decline in its revenue-
generating, operating, and/or TMT capabilities, it is less likely to further strain its already 
suffering capabilities through internal development.  Alternatively, when the firm experiences an 
improvement in the effectiveness of its revenue-generating, operating, and/or TMT capabilities, 
the firm is more likely to replicate and leverage its strengthened capabilities through internal 
development. 
While results for the change in the scope of private banking and merchant services 
capabilities illustrated a positive relationship with the likelihood of conducting a new market, de 
novo entry in the three years following acquisition, the overall results across the majority of 
capabilities did not support the notion that an increase in the scope of capabilities increases the 
likelihood of future de novo, new market entry.  Therefore, evidence was mixed for the notion 
that increasing the scope of a firm’s capabilities increases the likelihood that the firm pursues 
future internal development.   
Overall, results strongly support the idea that firms that increase the effectiveness of their 
capabilities are more likely to pursue future internal development and that those firms that 
decrease the effectiveness of their capabilities are less likely to pursue future internal 
development.  Additionally, there is modest support for the idea that as a firm increases the scope 
of its capabilities through acquisition, the firm is more likely to pursue future internal 
development.   
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6.3.2  Impact of the Change in Capability Effectiveness and Scope on the Likelihood of 
Future Acquisition 
Results of analyses predicting the likelihood of future acquisition were more equivocal.  
The research model in this dissertation proposed that the likelihood of future acquisition would 
have a U-shaped relationship with the change in capability effectiveness such that the likelihood 
of future acquisition would be high when either the change in effectiveness was negative or 
positive, but when the change in effectiveness was close to zero, the likelihood of acquisition 
would be low.  This hypothesis was supported in several of the models examined, but several 
models revealed an alternative relationship between the change in capability effectiveness and 
future acquisition. 
 First, the relationships between the change in effectiveness and likelihood of future 
acquisition were significant and in the hypothesized direction for retail banking and commercial 
banking capabilities.  These results revealed that when retail or commercial banking capabilities 
experienced a decline in effectiveness, the firm was more likely to pursue acquisition in the three 
years following the focal acquisition.  Therefore, it appears that when banks experience a decline 
in the effectiveness of capabilities that are fundamental to the success of the organization, they 
are likely to pursue future acquisitions to compensate for weak revenue-generating capabilities.  
Interestingly, those firms that experienced an improvement in retail and commercial capability 
effectiveness were also more likely to pursue future acquisition.  Thus it appears that another 
driver of future acquisition is the ability and desire to leverage the strengthened capability in a 
new setting.  However, firms that experienced neither a decline nor improvement in retail and 
commercial capabilities had a relatively low likelihood of pursing an acquisition in the three 
years following the focal acquisition.  
 Secondly, similar to the results for retail and commercial capabilities, a decline or 
improvement in the TMT’s ability to share best practices across different units increased the 
likelihood of future acquisition.  It is not surprising that a firm that becomes better at sharing best 
practices across units is more likely to pursue future acquisitions, but it is surprising that a 
decline in this capability is positively associated with future acquisitions.  Intuitively it serves to 
reason that the ability to share best practices would be important for acquisition success and that 
future acquisition would be particularly likely to further weaken the particular capability.  One 
potential explanation for this result is that those firms that pursue future acquisitions are more 
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likely to purposefully cultivate and nurture their ability to share best practices across units as a 
means to benefit from future acquisitions, and therefore may be more likely to detect an 
improvement or a decline in the capability.  An alternative explanation may be that those firms 
that experience a decline in the ability to share best practices may actively seek to acquire firms 
with strong capabilities in this area with the hope that those strong practices will spill over to 
units in the acquiring organization. 
 Contrary to the predictions of the research model, change in the effectiveness of several 
capabilities actually had an inverted U-shaped relationship with the likelihood of future 
acquisition.  Specifically, the change in effectiveness of merchant services, treasury 
management, risk management, compliance, and branch management capabilities as well as the 
change in effectiveness of the TMT’s ability to instill climate and cohesiveness and instill 
direction and vision all had an inverted U-shaped relationship with the likelihood of future 
acquisition.  These results suggest that when firms experience a decline in these capabilities, they 
do not continue to tax their already strained capabilities with a future acquisition.  Similarly, 
when a firm increases the effectiveness of these capabilities beyond a certain point, it is less 
likely to pursue a future acquisition.  One potential reason for this may be that firms that improve 
their capabilities may be more likely to focus on leveraging and realizing the rewards of the 
improved capability within the firm before further leveraging them in a new setting.  In 
particular, the TMT’s improved ability to establish a positive climate and cohesiveness and its 
ability to provide a direction and vision for the organization are likely to positively impact the 
organization in the short-run and those capabilities could be potentially weakened if future 
acquisition is pursued too soon after the capability improved. 
 Overall, the results of the analyses examining the impact of the change in capability 
effectiveness on future acquisition reveal that the impact that the change in effectiveness has on 
the likelihood of future acquisition largely depends on the type of capability.  A decline in the 
effectiveness of capabilities that are considered central to firm performance increased the 
likelihood for future acquisition.  Acquisition under this scenario may be deemed necessary to 
maintain competitive position through economies of scale and scope as opposed to developing 
superior capabilities.  Alternatively, a decline in managerial capabilities or in revenue or 
operating capabilities that are not necessarily central to firm success actually decreases the 
likelihood of future acquisition.  Therefore, it may be that firms that maintain the strength of 
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their key capabilities but experience a decline in less critical capabilities may actually feel less 
pressure to pursue new acquisitions due to a decline  because the decline in capabilities that are 
less central to firm success does not significant impact a firm’s ability to take advantage of 
revenue-generating opportunities.   
Collectively, the results also reveal that an overall improvement in those capabilities 
fundamental to firm success increases the likelihood of future acquisition.  Therefore, firms that 
have particularly strong capabilities in areas most likely to provide a competitive advantage are 
more likely to find opportunities to leverage those improved capabilities through acquisition of 
other firms.  Alternatively, the improvement of other types of capabilities decreases the 
likelihood of future acquisition.  This effect may be particularly likely when the capabilities need 
to be fostered, developed, and leveraged internally before applying the capability in a new setting 
through acquisition. 
 The results also illustrated that as firms increased the scope of their capabilities through 
acquisition, the likelihood of future acquisition declined.  This finding is most likely the result of 
the time required to learn more about the new capability, share the capability among various 
units of the organization, and fully leverage the new capability.  As the firm increases the scope 
of its capabilities into entirely new areas, the firm may be less likely to pursue future acquisitions 
so that it may fully realize the potential of the new capability before managerial attention and 
financial resources are directed to new acquisitions.  
6.4  IMPACT OF THE RENEWAL OF CAPABILITIES ON THE CHANGE IN 
PERFORMANCE 
The fourth research question addressed by this dissertation concerns how the change in 
capabilities from acquisition impacts post-acquisition performance.  Consequently, this research 
explicitly examined the relationship between the change capabilities and the change in firm 
performance in the two years following acquisition.  Furthermore, this research examined the 
change in effectiveness of capabilities and the change in scope of capabilities.  Additionally, this 
research considered two dimensions of performance—change in ROA and change in market 
share.  Section 6.4.1 discusses the results concerning the relationship between the change in 
capability effectiveness in the change in firm performance.  Section 6.4.2 addresses the results 
concerning the change in the scope of capabilities and the change in firm performance. 
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6.4.1  Impact of the Change in Capability Effectiveness on the Change in Firm 
Performance  
Overall, the results of this study revealed that the change in effectiveness of revenue-
generating capabilities was associated with an improvement in firm performance across both 
dimensions of performance—ROA and market share.  First, the change in effectiveness of both 
mortgage and commercial revenue-generating capabilities was positively associated with a 
change in ROA.  Consequently, results suggest that an improvement in the effectiveness of 
critical revenue-generating capabilities allow the firm to better leverage its assets to generate a 
profit.  On the other hand, these results also suggest that firms that experience a decline in the 
effectiveness of critical revenue-generating capabilities are likely to suffer a decline in ROA. 
Second, this study found that firms that increase the effectiveness of retail, mortgage, and 
commercial revenue-generating capabilities are likely to experience an increase in market share.  
Thus, results suggest that improving the effectiveness of critical revenue-generating capabilities 
allow the firm to obtain new clients and/or increase the deposits from existing clients.  Likewise, 
firms that experience a decline in the effectiveness of key revenue-generating capabilities are 
likely to lose market share to competitors. 
 Alternatively, results found that an improvement or decline in operating and/or TMT 
capabilities did not significantly alter a firm’s ROA or market share.  One potential reason for 
this is the time frame examined.  A change in performance was measured two years after 
acquisition.  Consequently, because operating and TMT capabilities are slightly less evident to 
customers, an improvement or a decline might have less of a short-term effect.  Alternatively, the 
impact of revenue-generating capabilities may be attributed to consumers’ firsthand experience 
with these capabilities.  It may be that if measured over a longer period of time, the relationship 
between the change in effectiveness of TMT capabilities and/or operating capabilities with the 
change in performance would be significant because the change in TMT and operating 
capabilities would have had more time to affect firm performance. 
6.4.2 Impact of the Change in Capability Scope on the Change in Firm Performance 
 Overall, the results of this study revealed that the change in the scope of revenue-
generating capabilities positively impacts the change in market share but insignificantly impacts 
the change in ROA.  Specifically, these results reveal that the change in the scope of retail, 
corporate, commercial real estate, payroll and tax services, and specialty services had a positive 
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impact on the change in market share.  This finding suggests that when firms increase the scope 
of their revenue capabilities, firms are able to obtain new customers and/or increase the deposits 
from existing customers.  All of these capabilities with the exception of retail capabilities are 
considered ancillary services and services tailored to the unique needs of a particular market 
niche.  Consequently, it is reasonable to conclude that as a firm becomes better equipped to deal 
with a particular market segment or provide a unique ancillary service, the firm becomes more 
attractive to customers. 
 Alternatively, the results reveal an insignificant relationship between the change in scope 
of revenue-generating capabilities and a change in ROA.  These results may be due to the time 
frame examined.  As a firm increases the scope of its capabilities, it may take time for the firm to 
be able to efficient at leveraging the new assets into a return.  Instead, it may be that increasing 
scope in the short-run allows a firm to increase its market share and that over time, the increase 
in market share and learning curve efficiencies allow the firm to better leverage their asset to 
generate a profit. 
6.5  IMPLICATIONS FOR THEORY 
The results of this study have implications for existing research in several areas including 
the acquisitions literature, the organizational learning literature and the capabilities development 
literature. 
First, this research has implications for several unresolved questions in the acquisitions 
literature.  One unanswered question in the acquisitions literature concerns how acquisitions 
impact organizational performance. Research to date remains mixed about the potential for 
acquisitions to contribute to firm performance.  In a meta-analysis by King et al. (2004), results 
revealed that the most common variables studied to explain post-acquisition performance had 
little impact on post-acquisition performance.  In addition, while the Dynamic Capabilities 
perspective supports the notion that acquisitions contribute to firm performance by allowing a 
firm to adapt its capabilities to improve a firm’s fit with the environment (Helfat et al., 2007), 
research to date has not explicitly examined how a change in a firm’s capabilities through 
acquisition impacts post-acquisition firm performance. A significant volume of research has 
theoretically linked post-acquisition performance with the improvement in a firm’s capabilities 
following acquisition (Haspelsagh and Jemison, 1991; Ahuja and Katila, 2001; Karim and 
Mitchell, 2004; Capron and Mitchell, 1997; Cloodt et al., 2006), yet few studies have actually 
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measured the change in capabilities as the mediating factor (see Karim and Mitchell (2004) and 
Ahuja and Katila (2002) for exceptions).  This research contributes to research on acquisitions by 
not only explicitly linking post-acquisition performance to the change in the acquiring firm’s 
capability scope and capability effectiveness, but it also uncovers how the respective changes in 
the scope and effectiveness of capabilities differentially impact alterative types of performance 
(i.e. market share and ROA). 
This research also informs current debates in the acquisitions literature concerning the 
effect of acquisitions on the acquiring firm’s capabilities.  While some research has found that 
acquisitions provide firms with the opportunity to break rigidities and incorporate new 
knowledge (Vermeulen and Barkema, 2001; Karim and Mitchell, 2000), other research has 
found that organizational changes that follow an acquisition have a negative impact on firm 
capabilities (Lei and Hitt, 1995).  To date, research has failed to reconcile these two perspectives 
to explain why some firms overcome the potentially harmful structural changes in the 
organization following acquisition to benefit from the learning opportunities of acquisitions 
while other firms fall victim to these harmful changes.  Results of this study help reconcile these 
findings by revealing that a firm’s internally-oriented and externally-oriented absorptive capacity 
are key determinants in whether a particular acquisition helps a firm improve and/or expand its 
capabilities, leads to the decline of firm capabilities, or has a negligible impact on the acquirer’s 
capabilities.   
The results of this research also help to inform the discrepancy in existing acquisitions 
research concerning the impact acquisition has on a firm’s internal development capabilities.  
While some acquisitions research has found that acquisitions complement a firm’s internal 
development capabilities (Vermeulen and Barkema, 2001; Prabhu et al., 2005; Hagedoorn and 
Duyster, 2002), other research suggests that acquisitions hinder a firm’s ability to grow through 
organic means and as a result, firms begin to substitute acquisitions for internally generated 
growth (Lei and Hitt, 1995; Hitt et al., 1996; Hitt et al., 1990).  This study contributes to our 
understanding of how a single acquisition impacts the likelihood of future internal development 
by examining the impact that the focal acquisition had on the acquiring firm’s capabilities.  This 
study also contributed to our understanding how a firm’s history of acquisitions impacts the 
firm’s internally focused learning capabilities that subsequently impact the firm’s ability to grow 
through organic means. 
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Additionally, this dissertation advances the learning literature by explicitly and 
empirically linking a firm’s learning capacity to learning from an acquisition.  While learning 
has been the dependent variable of interest in a wide range of research, to date little research has 
examined how a firm’s capacity for learning impacts whether a firm learns from a given 
experience. 
Perhaps the most noteworthy implications of this study involve the absorptive capacity 
literature and the various dimensions of absorptive capacity.  Zahra and George’s (2002) original 
conceptualization of absorptive capacity outlined two primary dimensions of absorptive 
capacity—potential absorptive capacity and realized absorptive capacity—and proposed that the 
effectiveness of potential (externally-oriented) absorptive capacity depends on the firm’s ability 
to leverage that new knowledge through its realized (internally-oriented) absorptive capacity.  
Additionally, Zahra and George’s conceptualization suggests that the level of realized 
(internally-oriented) absorptive capacity, and consequently its effectiveness, depends on the level 
of the firm’s potential (externally-oriented) absorptive capacity.  This study suggests that unlike 
the conceptualization advanced by Zahra and George (2002), the level and sophistication of 
realized (internally-oriented) absorptive capacity may far exceed the level and sophistication of 
potential (externally-oriented) absorptive capacity.  Also, unlike the complete dependence 
between the two dimensions suggested by Zahra and George (2002), results from this research 
suggest that in certain situations, high levels of one dimension of absorptive capacity may 
substitute for low levels of the other dimension.  Consequently, results suggest that scholars 
begin to rethink the dimensions of absorptive capacity. 
This dissertation also contributes to absorptive capacity research by advancing our 
understanding of the independent and joint effects of the various dimensions of absorptive 
capacity. While Cohen and Levinthal (1990) originally proposed that dominance of externally-
oriented absorptive capacity over internally-oriented absorptive capacity would be potentially 
detrimental, the authors did not elaborate.  This dissertation explicitly addresses the roles of both 
internally-oriented and externally-oriented absorptive capacity and explores the potential 
outcome of various combinations of internally- and externally-oriented absorptive capacity.  This 
study revealed that indeed dominance of one dimension over the other dimension can be harmful 
to an organization’s ability to renew its capabilities, but in some situations firms may use a 
dominance of one dimension to make up for weaknesses in the other dimension.  This research 
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also advances our understanding of absorptive capacity by uncovering the fact that each 
absorptive capacity dimension may take on different functions if the strength of one dimension 
greatly outweighs the strength of the other dimension. 
6.6  IMPLICATIONS FOR PRACTICE  
 The research presented in this dissertation also advances management practice.  First, this 
research suggests the importance for managers to actively build absorptive capacity.  Past 
research has proposed that managers actively build absorptive capacity by creating a crisis and/or 
development benchmarks, particularly when the organization lags the industry in know-how 
(Kim, 1998).  This dissertation suggests that an ongoing concern for managers is to actively 
cultivate and nurture the various organizational dimensions that constitute absorptive capacity. 
 Second, this dissertation advances practice by highlighting the role of acquisitions in 
learning.  While past research has shown that in many cases the managers of the acquiring firm 
believe their resources and processes superior to those of the target (Haspeslagh and Jemison, 
1991; Jemison and Sitkin, 1986), this research supports the notion that learning from acquisitions 
in which the target’s resources and processes are inferior may still evoke learning because of the 
process of acquisition that forces managers to explain and justify procedures and opens managers 
to new experiences.  Consequently, the value in an acquisition may be derived from the learning 
it evokes.   
 Third, this dissertation also advances practice by providing managers with a word of 
caution against pursuing acquisitions for learning objectives when the firm lacks fundamental 
learning capabilities.  Acquisitions in these situations are likely to lead to a further decline in 
learning capabilities.  Thus, this research alerts managers of the importance of their firm’s 
general ability to learn in influencing whether the firm will actually learn from an acquisition. 
6.7  STUDY LIMITATIONS 
The results of this research should be carefully evaluated in light of inherent design 
limitations.  First, both the sample selected and the timing of this study have implications for the 
generalizability of the results.  Limiting the sample to the banking industry inherently limits the 
generalizability to other industries.  An alternative would have been to select a multi-industry 
sample; however, a multi-industry sample was not feasible for several reasons. First, tests of the 
measurement model revealed that survey items to capture absorptive capacity are somewhat 
 162 
 
industry specific.  Interviews with bank executives reveal that items have unique meaning to 
managers based on the firms’ respective industry.  Second, the nature of internal development 
differs across industries making it difficult to find one measure that is applicable across 
industries.  For example, while internal development in a software company is the introduction 
of a new product, internal development in the banking industry includes the development of a 
new market.  Lastly, the types of key capabilities vary significantly across industries making it 
unfeasible to identify a relevant list of capabilities for a multi-industry sample. While the 
measurements used in this study were specific to the banking industry, the theoretical assertions 
and explanations of findings would logically apply to other industries.  Consequently, future 
studies should empirically investigate whether these findings are generalizable to other 
industries.  Also, surveys were collected during the 2007-2010 banking crisis and results should 
be evaluated in light of the unique historic circumstances.  Focal acquisitions occurred between 
2004 and 2006, a period of rapid and aggressive expansion of mortgage and commercial real 
estate lending.  Consequently, the mere expansion of market share in these revenue areas may 
have been particularly likely to alter the performance of banks.  Also, the financial crisis that 
began in 2007 most likely had an impact on bank’s subsequent growth decisions.  In particular, 
financially sound banks were more likely to acquire struggling banks and banks were more likely 
to postpone de novo entry into new markets because of increased market uncertainty.    
Second, as mentioned earlier in the dissertation, another limitation of this study is 
potential recall bias.  The method used in this dissertation utilizes key informants’ recollection of 
past events.  As discussed earlier, when key informants are asked to recall past events, concern 
arises over the validity of the data collected because of difficulty managers have recalling the 
past, managers’ propensity to provide socially desirable responses, and the impact that later 
events may have on their interpretation of past experiences.  An alternative would be to collect 
archival data.  However, due to the in-depth nature of the data required for this research it was 
determined that it was unlikely that an archival source exists with the detailed data required for 
this research.  Consequently, it was decided that the best approach would be to utilize key 
informants and carefully prepare surveys as to limit recall bias.  As discussed earlier, researchers 
have found that recall bias may be limited by ensuring that the measurement instrument is 
reliable, allowing informants to answer that they do not remember the situation, and providing 
informants with a stimulus to recall the situation before they are asked to respond.  
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Third, another limitation of this study was the potential for common method variance 
introduced by providing a questionnaire that contains both the predictor variable (absorptive 
capacity) and the dependent variable (capabilities renewal).  Recent research has investigated the 
widely accepted notion of common method variance and found that the problem is most likely 
overstated (Spector, 2006; Podsakoff, MacKenzie, Lee, and Podsakoff, 2003; Doty and Glick, 
1998).  Research by Spector (2006) suggests that instead of assuming common methods variance 
exists, the researcher should make a critical assessment of the constructs of interest and the 
measurement instrument to assess potential areas of interplay.  Furthermore, Spector (2006) 
suggests that to rule out common methods variance a construct that has no theoretical link to the 
constructs in the research model be included in the questionnaire and then tested for correlation. 
Consequently, the final questionnaire included a question to test for common method variance 
and statistical analysis did not detect a problem with common methods variance.  Also, the 
question included to test of common method variance also tested for recall bias and respondents 
were accurate in 94.8% of the surveys. 
Fourth, this study limited the types of acquisitions analyzed when assessing a firm’s 
cumulative acquisition experience.  The method utilized excluded acquisitions of non-banking 
institutions.  This method was adopted under the assumption that the acquisition of non-banking 
institutions would not impact absorptive capacity when the newly acquired firm is held 
completely independent of the acquiring firms existing operations.  Commonly, in the banking 
industry, non-banking entities are held completely independent of the banking operations and the 
only shared resources are CEO oversight.  However, the exclusion of these types of acquisitions 
in the count of cumulative acquisition experience may have limited the measurement accuracy of 
this theoretical construct.  Additionally, the measure for internal development was limited to the 
de novo entry into new MSAs and did not include other forms of internal development such as 
product development which also may have limited the accuracy of this theoretical construct. 
 Lastly, this study did not measure absorptive capacity at the dyad level.  Lane and 
Lubatkin (1998) found that not all firm dyads have the same potential to learn from one another.  
Instead, firms with similar knowledge bases, dominant logics, structures, and policies have a 
greater ability to learn from one another.  While relative absorptive capacity was not explicitly 
measured, the research design attempted to control for differences in relative absorptive 
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capacities by limiting the sample to horizontal acquisitions in a single, highly institutionalized 
industry. 
6.8  FUTURE RESEARCH QUESTIONS 
The implications of this research raise additional research questions.  The lack of support 
for the first set of hypotheses concerning the impact of past experience on the development of 
absorptive capacity draws attention to the need for additional research to examine other factors 
or experiences that impact the development of absorptive capacity.  This research examined the 
impact that two forms of growth—past internal development and acquisition experience—had on 
the development of absorptive capacity and measured internal development and acquisition 
through course grained measures.  Future research should adopt a wider lens with which to 
examine the impact of experience on absorptive capacity and develop finer grained measures of 
experience.  One potentially promising direction for this research is to incorporate other 
experiences such as joint venture experience, international, or alliance experience on the 
development of absorptive capacity.  
Another important area of future research is to investigate variables that moderate the 
impact that a firm’s past experiences have on the development of absorptive capacity.  For 
example, the models tested in this research explained greater variance in the development of 
externally-oriented absorptive capacity than internally-oriented absorptive capacity.1  Future 
research should begin to investigate factors that potentially moderate the impact that past 
acquisition and internal development experience have on the development internally-oriented 
absorptive capacity.  Also, this research found that firms that pursued pure acquisition growth 
strategies clustered in two groups—a group with strong internally- and externally-oriented 
absorptive capacity and a group with low internally- and externally-oriented absorptive capacity.  
Future research should explore factors that moderate the impact that past acquisition experience 
has on the development of absorptive capacity that lead to these differences.  
A third promising avenue of research is to explore the moderating effects of internally-
oriented and externally-oriented absorptive capacity on capabilities renewal through acquisition 
in an R&D context.  Much extant absorptive capacity and acquisitions literature is concerned 
specifically with R&D contexts.  Firms in R&D settings have different structural, management, 
                                                 
1
  The R-square was approximately 0.20 for models predicting externally-oriented absorptive capacity versus R-
square of approximately 0.05 for models predicting internally-oriented absorptive capacity. 
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and environmental demands.  Future research should explore the extent to which the 
relationships found in this research hold for acquisitions in an R&D setting.  
A fourth potentially valuable area of research is to examine how absorptive capacity 
influences the actual resource transfer between acquirers and targets.   Important research by 
Capron and Pistre (2002) revealed that resource exchange and the direction of exchange impacts 
the performance of acquisitions. Capron and colleagues (1998) also found that targets and 
acquirers exchange resources particularly when they lack important resources possessed by the 
other.  Additional research should examine the role of absorptive capacity in facilitating resource 
transfer. 
Lastly, future research should examine how the various dimensions of absorptive 
capacity impact a firm’s ability to deal with other types of events.  This research examined how 
absorptive capacity impacted the firm’s ability to learn from acquisition.  Future research might 
explore how the various dimensions of absorptive capacity impact a firm’s ability to deal with a 
significant change in its environment or other internally driven change initiative. 
 
6.9  CONCLUSION 
The primary goal of this research was to understand why some firms experience a 
renewal in capabilities from acquisitions while other firms are either relatively unaffected by 
acquisition or experience a decline in capabilities as a result of acquisition.  To achieve this goal, 
I developed a model incorporating a firm’s past use of internal development and/or acquisition 
for expansion to explain a firm’s ability to improve their capabilities following an acquisition.  I 
further utilized the absorptive capacity literature to illustrate and empirically examine the 
influence absorptive capacity has on a firm’s ability to improve its capabilities following an 
acquisition and found support for the notion that absorptive capacity acts as a mediating variable 
between a firm’s cumulative experience and capability renewal following acquisition. 
A secondary research objective was to understand why some firms strike a balance 
between internal development and acquisition while other firms fall into a pattern of substituting 
acquisitions for the development of capabilities.  This research found that the impact that a focal 
acquisition has on a firm’s capabilities impacts the firm’s future mode of growth—acquisition 
and/or internal development.   
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This research is important to both management theory and practice.  First, this 
dissertation contributes to dynamic capabilities theory that suggests that a firm’s ability to 
reconfigure and integrate new resources into new combinations is a key to competitive 
advantage.  Acquisition has been touted as one potential method to reconfigure and integrate 
resources into new combinations; however, despite the attractiveness of this theoretical assertion, 
a large volume of research has shown disappointing outcomes from acquisitions. This 
dissertation found that the role of absorptive capacity may explain divergent outcomes from 
acquisition. 
Second, this research contributes to management theory by providing a more 
comprehensive understanding of the role of acquisitions in revitalizing a firm’s capabilities.  
Additionally, this research is important for managers because it provides insight into when they 
might expect a particular acquisition to lead to an improvement in the firm’s capabilities and 
when an acquisition may actually lead to the deterioration of the firm’s capabilities. 
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FIGURE 3:  SELECTED HYPOTHESIZED RELATIONSHIPS 
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FIGURE 3:  SELECTED HYPOTHESIZED RELATIONSHIPS (CONT) 
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FIGURE 4:  ABSORPTIVE CAPACITY MEASUREMENT MODEL:  4-FACTOR/22 ITEM MODEL23 
 
 
                                                 
2
 The factor correlations for this model are presented in a table format in Table 8.  
3
 Problematic factor correlations discussed in section 5.1 appear in above in bold italics. 
Absorptive Capacity
Externally-oriented 
Absorptive Capacity
Internally-oriented 
Absorptive Capacity
A4 A5 B1 B2
T1 T2
T4T3
E1 E2
E8
E4
E7
0.921
0.855
0.879
0.902
0.734
0.835
0.836
0.838
0.833
0.864 0.880
0.819
0.760
0.763
0.885
Recognition Assimilation Transformation Exploitation
A3A1
B3 B4
0.882 0.849
0.866
T6T5
E5 E6
E3
0.881
0.680 0.7110.811
0.713
0.631
0.846
0.692
0.916
0.6550.684
Model Fit: Chi-square= 756.060 (p<=0.001), RMSEA = 0.106 (90% CI 0.0979; 0.1140), and CFI = 0.968
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FIGURE 5:  ABSORPTIVE CAPACITY MEASUREMENT MODEL:  2-FACTOR/22 ITEM MODEL4 
 
                                                 
4
 Those items in gray boxes have loadings less than 0.80 and are eliminated in the model presented in Figure 6.  
Absorptive Capacity
Externally-oriented 
Absorptive Capacity
Internally-oriented 
Absorptive Capacity
A4 A5 B1 B2
T1 T2
T4T3
E1 E2
E8
E4
E7
0.893
0.829
0.865
0.898
0.724
0.811
0.803
0.814
0.815
0.844 0.868
0.800
0.748
0.721
0.885
A3A1
B3 B4
0.816 765
0.789
T6T5
E5 E6
E3
0.868
0.6670.719
0. 802
0.695
Model Fit: Chi-square = 976.61 (p<=0.001), RMSEA = 0.126 (90% CI 0.119; 0.135), and CFI = 0.953
0.699
 193 
 
FIGURE 6:  FINAL ABSORPTIVE CAPACITY MEASUREMENT MODEL:  2-FACTOR/15 ITEM MODEL5 
 
                                                 
5
 This is the final measurement model utilized in hypothesis testing.  This model eliminates those items that appear in the gray boxes in Figure 5. 
Absorptive Capacity
Externally-oriented 
Absorptive Capacity
Internally-oriented 
Absorptive Capacity
A3 A4 A5 B1 B3 T3 T4 T5 T6 E2
E3 E4 E6 E7 E8
0.864
0.849
0.905
0.723
0.772
0.805
0.785 0.812
0.857
0.740 0.806
0.704 0.828 0.860 0.885
0.689
Model Fit: Chi-square = 325.985 (p<=0.001), RMSEA = 0.102 (90% CI 0.0896; 0.114), and CFI = 0.973
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FIGURE 7:  SCATTER PLOT OF ABSORPTIVE CAPACITY DIMENSIONS FOR THOSE FIRMS 
PURSUING AN ACQUISITION ONLY STRATEGY 
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1
 The dependent variable for this graph is the continuous measure for the change in capability scope. 
2
 This graph was created using the results in Table 13. 
 
FIGURE 8:  MODERATING EFFECT OF INTERNALLY- AND EXTERANALLY ORIENTED ABSORPTIVE CAPACITY 
ON THE CHANGE IN SCOPE OF WEALTH MANAGEMENT CAPABILITIES12  
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1
 The dependent variable for this graph is the dichotomous measure for the change in capability scope. 
2 This graph was created using the data from Table 14. 
FIGURE 9:  MODERATING EFFECT OF INTERNALLY- AND EXTERANALLY ORIENTED ABSORPTIVE CAPACITY 
ON THE CHANGE IN SCOPE OF SPECIALTY BANKING CAPABILITIES12 
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1 This graph was created using the data from Table 15. 
FIGURE 10:  MODERATING EFFECT OF INTERNALLY- AND EXTERANALLY ORIENTED ABSORPTIVE 
CAPACITY ON THE CHANGE IN EFFECTIVENESS OF RETAIL BANKING CAPABILITIES1 
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1 This graph was created using the data from Table 15. 
FIGURE 11:  MODERATING EFFECT OF INTERNALLY- AND EXTERANALLY ORIENTED ABSORPTIVE 
CAPACITY ON THE CHANGE IN EFFECTIVENESS OF COMMERCIAL BANKING CAPABILITIES1 
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1 This graph was created using the data from Table 15. 
FIGURE 12:  MODERATING EFFECT OF INTERNALLY- AND EXTERANALLY ORIENTED ABSORPTIVE 
CAPACITY ON THE CHANGE IN EFFECTIVENESS OF SPECIALTY BANKING CAPABILITIES1 
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1 This graph was created using the data from Table 17. 
FIGURE 13:  MODERATING EFFECT OF INTERNALLY- AND EXTERANALLY ORIENTED ABSORPTIVE 
CAPACITY ON THE CHANGE IN EFFECTIVENESS OF ESTABLISHING ORGANIZATIONAL STRUCTURE 
CAPABILITIES1  
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1 This graph was created using the data from Table 17. 
FIGURE 14:  MODERATING EFFECT OF INTERNALLY- AND EXTERANALLY ORIENTED ABSORPTIVE 
CAPACITY ON THE CHANGE IN EFFECTIVENESS OF CONTROLLING AND MONITORING CAPABILITIES1 
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1 This graph was created using the data from Table 16. 
FIGURE 15:  MODERATING EFFECT OF INTERNALLY- AND EXTERANALLY ORIENTED ABSORPTIVE 
CAPACITY ON THE CHANGE IN EFFECTIVENESS OF INFORMATION TECHNOLOGY CAPABILITIES1 
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FIGURE 16:  EFFECT OF CHANGE IN RETAIL CAPABILITY EFFECTIVENESS ON PROBABILITY OF FUTURE 
ACQUISITION  
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FIGURE 17:  EFFECT OF CHANGE IN COMMERCIAL CAPABILITY EFFECTIVENESS ON PROBABILITY OF 
FUTURE ACQUISITION 
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FIGURE 18:  EFFECT OF CHANGE IN MERCHANT SERVICES CAPABILITY EFFECTIVENESS ON PROBABILITY 
OF FUTURE ACQUISITION 
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FIGURE 19:  EFFECT OF CHANGE IN TREASURY MANAGEMENT SERVICES CAPABILITY EFFECTIVENESS ON 
PROBABILITY OF FUTURE ACQUISITION 
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FIGURE 20:  EFFECT OF CHANGE IN RISK MANAGEMENT CAPABILITY EFFECTIVENESS ON PROBABILITY OF 
FUTURE ACQUISITION 
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FIGURE 21:  EFFECT OF CHANGE IN COMPLIANCE EFFECTIVENESS ON PROBABILITY OF FUTURE 
ACQUISITION 
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FIGURE 22:  EFFECT OF CHANGE IN BRANCH MANAGEMENT SERVICES CAPABILITY EFFECTIVENESS ON 
PROBABILITY OF FUTURE ACQUISITION 
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FIGURE 23:  EFFECT OF CHANGE IN EFFECTIVENESS OF TMT’S ABILITY TO SHARE BEST PRACTICES ON 
PROBABILITY OF FUTURE ACQUISITION 
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FIGURE 24:  EFFECT OF CHANGE IN EFFECTIVENESS OF TMT’S ABILITY TO INSTILL CLIMATE AND 
COHESIVENESS ON PROBABILITY OF FUTURE ACQUISITION 
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FIGURE 25:  EFFECT OF CHANGE IN EFFECTIVENESS OF TMT’S ABILITY TO INSTILL DIRECTION AND VISION 
ON PROBABILITY OF FUTURE ACQUISITION 
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FIGURE 26:  MODERATING EFFECT OF INTERNALLY- AND EXTERANALLY ORIENTED ABSORPTIVE 
CAPACITY ON THE CHANGE IN SCOPE OF WEALTH MANAGEMENT CAPABILITIES123 
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TABLE 1:  HYPOTHESES 
 
Historical Growth Strategy’s Impact on Absorptive Capacity 
 
H1a:  Firms that have historically utilized a pure acquisition strategy will have high externally-
oriented absorptive capacity.   
 
H1b:  Firms that have historically utilized a pure acquisition strategy will have low internally-
oriented absorptive capacity. 
 
H2a:  Firms that have historically utilized a pure internal development strategy will have low 
externally-oriented absorptive capacity. 
 
H2b:  Firms that have historically utilized a pure internal development strategy will have high 
internally-oriented absorptive capacity.   
 
H3a:  Firms that have historically utilized a mixed use growth strategy will have high externally-
oriented absorptive capacity. 
 
H3b:  Firms that have historically utilized a mixed use growth strategy will have high internally-
oriented absorptive capacity. 
 
Impact of Absorptive Capacity on Capabilities Renewal 
 
H4a: Externally-oriented absorptive capacity has a positive effect on the change in scope of 
capabilities. 
 
H4b:  Internally-oriented absorptive capacity has a positive effect on the change in scope of 
capabilities. 
 
H4c:  Internally-oriented absorptive capacity will moderate the relationship between externally-
oriented absorptive capacity and the change in scope of capabilities such that when internally-
oriented absorptive capacity is low, the relationship is weak and positive and when internally-
oriented absorptive capacity is high, the relationship is strong and positive. 
 
H5a:  Externally-oriented absorptive capacity has a positive effect on the change in effectiveness 
of capabilities. 
 
H5b: Internally-oriented absorptive capacity has a positive effect on the change in effectiveness 
of capabilities. 
 
H5c:  Internally-oriented absorptive capacity will moderate the relationship between externally-
oriented absorptive capacity and the change in effectiveness of capabilities such that when 
internally-oriented absorptive capacity is low, the relationship is weak and positive and when 
internally-oriented absorptive capacity is high, the relationship is strong and positive. 
TABLE 1 
HYPOTHESES (cont) 
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H5d: When internally-oriented absorptive capacity is high and externally-oriented absorptive 
capacity is high, the value of the change in effectiveness will be positive. 
 
H5e: When internally-oriented absorptive capacity is high and externally-oriented absorptive 
capacity is low, the value of the change in effectiveness will be near zero. 
 
H5f: When internally-oriented absorptive capacity is low, the value of the change in 
effectiveness will be negative at both high and low levels of externally-oriented absorptive 
capacity. 
 
Impact of Capabilities Renewal on Future Expansion Decisions  
 
H6:  When the change in effectiveness is negative, the likelihood of future internal development 
is low.  As the change in the effectiveness of capabilities becomes positive, the likelihood of 
future internal development increases. 
 
H7: As the change in the scope of capabilities increases, the likelihood of future internal 
development increases. 
 
H8: When the change in effectiveness of capabilities is negative, the likelihood of future 
acquisition is high, and as change of effectiveness increases to zero the likelihood declines. As 
the change in the effectiveness increases and becomes more positive, the likelihood of 
acquisition increases.   
 
H9: As the change in the scope of capabilities increases, the likelihood of future acquisition 
decreases. 
 
Impact of Capabilities Renewal on Post-acquisition Performance 
 
H10: As the change in effectiveness of an acquirer’s capabilities increases, post-acquisition 
performance will increase. 
 
H11:  As the change in the scope of an acquirer’s capabilities increases, post-acquisition 
performance will increase. 
 1 This list of banking capabilities was developed through multiple surveys of banking executives and industry analysts.  The change in the scope 
and effectiveness of these capabilities were subsequently used as dependent and independent variables to test the relevant hypotheses. 
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TABLE 2:  CRITICAL BANKING CAPABILITIES1  
 
 
 
 
Revenue Generating Capabilities Operating Capabilities Top Management Team Capabilities
Retail Banking Marketing Developing product/ service mix
Mortgage Human Resources Formulating strategy
Insurance Information Technology Decision making
Private Banking Finance Instilling organizational climate and cohesiveness
Commercial Banking Risk Instilling direction and vision
Corporate Banking Loan Processing Sharing best practices across business units
Commercial Real Estate Documentation Facilitating resource sharing
Merchant Services Compliance Allocating resources
Treasury Management Services Legal Controlling/ monitoring/ rewarding
Payroll and Tax Services Audit Establishing organizational structure
Leasing Services Branch Management
Foreign Trade Services Facilities
Wealth Management Services Procurement
Investment Banking Services
Specialty Services
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TABLE 3:  JANSEN ET AL. (2005) SURVEY INDICATORS AND DISSERTATION INDICATORS 
 
 
Externally-oriented 
Absorptive 
Capacity           
(i.e. Potential 
Absorptive 
Capacity) 
Original Jansen et al. Kusar Pretest Questions 
Acquisition- 1. Our unit has frequent interactions with corporate 
headquarters to acquire new knowledge.  
A1. Our bank regularly looks outside of our organization’s 
boundaries to acquire new knowledge. 
2. Employees of our unit regularly visit other branches.  A2. Our bank prefers to rely on knowledge that originated 
within our organization rather than seek out knowledge 
that originated outside of our bank’s boundaries. 
(reverse-coded) 
3. We collect industry information through informal means 
(e.g. lunch with industry friends, talks with trade partners). 
A3. Our bank collects industry information through 
informal means (e.g. lunch with industry friends, talks 
with trade partners).  
4. Other divisions of our company are hardly visited. 
(reverse-coded). 
 
5. Our unit periodically organizes special meetings with 
customers or third parties to acquire new knowledge.  
A4. Our employees periodically organize special 
meetings with customers or third parties to acquire new 
knowledge. 
6. Employees regularly approach third parties such as 
accountants, consultants, or tax consultants. 
A5. Employees regularly approach third parties such as 
competitors, consultants, partner organizations, newly 
acquired organizations, and newly hired bankers to 
acquire new knowledge. 
Assimilation- 1. We are slow to recognize shifts in our market (e.g. 
competition, regulation, demography).  
B1. Our bank is slow to recognize shifts in our market 
(e.g. competition, regulation, demographic). (reverse-
coded). 
2. New opportunities to serve our clients are quickly 
understood. 
B2. New opportunities to serve our clients are quickly 
understood. 
3. We quickly analyze and interpret changing market 
demands. 
B3. Our bank quickly analyzes and interprets changing 
market demands. 
 B4. Our bank is quick to understand the significance of 
market changes.  
 
TABLE 3 (CONT) 
JANSEN ET AL. (2005) SURVEY INDICATORS AND DISSERTATION INDICATORS 
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1 These factor correlations are based on model 2 in Table 5.  
 
Internally-oriented 
Absorptive Capacity 
(i.e. Realized 
Absorptive Capacity) 
Original Jansen et al. Questions Kusar Pretest Questions 
Transformation- 1. Our unit regularly considers the consequences of 
changing market demands in terms of new products 
and services. 
T1. Our bank regularly considers the consequences 
of changing market demands in terms of new 
products and services. 
2. Employees record and store newly acquired 
knowledge for future reference. 
T2. Employees record and store newly acquired 
knowledge for future reference. 
3. Our unit quickly recognizes the usefulness of new 
external knowledge to existing knowledge. 
T3. Our bank quickly recognizes the usefulness of 
new knowledge to existing knowledge. 
4. Employees hardly share practical experiences. 
(reverse-coded) 
T4. Employees from different units of our bank often 
share practical experiences. 
5. We laboriously grasp the opportunities for our unit 
from new external knowledge. (reverse-coded) 
T5. Our bank quickly grasps the opportunities for 
our bank from new knowledge.   
6. Our unit periodically meets to discuss consequences 
of market trends and new product development. 
T6. Managers in our bank periodically meet to 
discuss consequences of market trends and new 
product development. 
Exploitation-  1. It is clearly known how activities within our unit 
should be performed. 
E1. Across our bank, it is clearly known how 
activities should be performed. 
2. Client complaints fall on deaf ears in our unit. 
(reverse coded) 
E2. Our bank is extremely responsive to modify 
products and services in response to client 
complaints. 
3. Our unit has a clear division of roles and 
responsibilities. 
E3. There is a clear division of roles and 
responsibilities among employees in our bank. 
4. Our unit has difficulty implementing new products 
and services. (reverse-coded) 
E4. Our bank has difficulty implementing new 
products and services. (reverse-coded) 
5. Employees have a common language regarding our 
products and services. 
E5. Employees have a common language regarding 
our products and services. 
6. We constantly consider how to better exploit 
knowledge. 
E6. Our bank constantly considers how to better 
exploit knowledge. 
 E7. Our bank has clear processes in place for the 
development of new products and services. 
 E8. Our bank has established routines for the 
development of new markets. 
 E9.  In our bank, new operational improvements are 
made on an ad hoc basis. 
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1 These factor correlations are based on model 2 in Table 5.  
TABLE 4 
CORRELATIONS AND DESCRIPTIVES FOR PRETEST ABSORPTIVE CAPACITY INDICATORS 
 
 
 
 
 Mean S.D. a1 a2 a3 a4 a5 b1 b2 b3 b4 t1 t2 t3 t4 t5 t6 e1 e2 e3 e4 e5 e6 e7 e8 e9
a1 5.16 1.19
a2 4.00 1.24 -0.50
a3 5.00 1.00 0.62 -0.40
a4 4.97 0.95 0.57 -0.57 0.39
a5 4.00 1.15 -0.37 0.09 -0.12 0.03
b1 4.55 1.43 0.42 -0.30 0.19 0.50 -0.04
b2 5.06 1.09 0.51 -0.52 0.12 0.52 -0.16 0.49
b3 4.90 1.22 0.56 -0.53 0.16 0.63 -0.21 0.64 0.68
b4 4.81 1.22 0.30 -0.24 -0.14 0.40 -0.21 0.35 0.58 0.63
t1 5.35 1.17 0.27 -0.16 0.40 0.10 0.07 0.22 0.22 0.14 0.07
t2 5.13 0.99 0.21 0.14 0.10 0.11 0.06 0.18 0.08 -0.02 0.02 0.10
t3 5.39 1.15 0.47 -0.14 0.12 0.23 -0.28 0.21 0.46 0.29 0.39 0.49 0.37
t4 4.48 1.26 0.19 0.02 -0.03 -0.01 -0.05 -0.06 0.39 0.10 0.21 0.47 0.19 0.54
t5 4.90 0.94 0.07 0.14 -0.11 -0.08 -0.21 -0.11 0.14 -0.04 0.21 0.39 0.33 0.65 0.49
t6 5.13 1.09 0.35 -0.15 0.15 0.13 -0.08 0.08 0.22 0.21 0.07 0.43 0.48 0.63 0.44 0.60
e1 4.65 2.12 -0.11 0.00 -0.14 -0.09 0.14 -0.03 0.07 0.10 0.22 -0.10 -0.36 -0.15 -0.17 -0.25 -0.27
e2 4.87 1.23 0.61 -0.46 0.41 0.34 -0.26 0.31 0.45 0.39 0.16 0.45 0.18 0.46 0.28 0.07 0.44 -0.18
e3 4.52 2.13 -0.02 0.14 -0.05 0.04 0.16 0.12 0.10 0.17 0.22 -0.20 -0.17 -0.21 -0.29 -0.44 -0.36 0.71 -0.02
e4 4.03 1.22 0.32 0.13 0.30 0.17 0.00 0.03 0.12 -0.02 -0.11 0.43 0.52 0.47 0.53 0.52 0.67 -0.62 0.31 -0.53
e5 4.65 1.25 0.38 -0.34 0.48 0.27 0.16 0.09 0.16 0.15 -0.11 0.36 0.31 0.19 0.28 0.11 0.50 -0.36 0.47 -0.34 0.57
e6 4.71 1.10 0.52 -0.05 0.42 0.05 -0.45 0.02 0.10 0.05 -0.19 0.16 0.22 0.25 0.20 0.26 0.39 -0.54 0.39 -0.43 0.63 0.55
e7 4.61 0.95 0.53 -0.39 0.52 0.32 -0.06 0.23 0.34 0.25 -0.12 0.16 0.37 0.14 0.11 -0.12 0.24 -0.32 0.61 -0.01 0.30 0.58 0.49
e8 4.42 1.23 0.23 -0.15 0.38 0.27 -0.02 -0.08 -0.02 0.01 -0.32 0.17 0.39 0.21 0.19 0.27 0.43 -0.63 0.28 -0.59 0.65 0.55 0.53 0.40
e9 3.87 1.28 -0.01 0.31 -0.10 -0.22 0.22 -0.12 -0.09 0.14 0.15 0.01 0.04 -0.08 0.06 -0.04 0.27 0.36 -0.12 0.43 0.02 0.07 -0.07 -0.07 -0.26
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1 These factor correlations are based on model 2 in Table 5.  
TABLE 5:  COMPLETELY STANDARDIZED SOLUTION PRETEST MODEL 1 AND 2 
 
Kusar Pretest Questions MODEL 1 MODEL 2 
 Lambda X Lambda X 
a1. Our bank regularly looks outside of our organization’s boundaries to acquire new knowledge. 0.822 0.873 
a2. Our bank prefers to rely on knowledge that originated within our organization rather than seek out knowledge that 
originated outside of our bank’s boundaries. (reverse-coded) 
-0.611  
a3. Our bank collects industry information through informal means (e.g. lunch with industry friends, talks with trade 
partners).  
0.574 0.631 
a4. Our employees periodically organize special meetings with customers or third parties to acquire new knowledge. 0.769 0.706 
a5. Employees regularly approach third parties such as competitors, consultants, partner organizations, newly acquired 
organizations, and newly hired bankers to acquire new knowledge. 
-0.211  
b1. Our bank is slow to recognize shifts in our market (e.g. competition, regulation, demographic). (reverse-coded). 0.631 0.635 
b2. New opportunities to serve our clients are quickly understood. 0.767 0.760 
b3. Our bank quickly analyzes and interprets changing market demands. 0.885 0.888 
b4. Our bank is quick to understand the significance of market changes.  0.695 0.696 
t1. Our bank regularly considers the consequences of changing market demands in terms of new products and services. 0.538 0.563 
t2. Employees record and store newly acquired knowledge for future reference. 0.440  
t3. Our bank quickly recognizes the usefulness of new knowledge to existing knowledge. 0.773 0.784 
t4. Employees from different units of our bank often share practical experiences. 0.632 0.650 
t5. Our bank quickly grasps the opportunities for our bank from new knowledge.   0.744 0.735 
t6. Managers in our bank periodically meet to discuss consequences of market trends and new product development. 0.788 0.775 
e1. Across our bank, it is clearly known how activities should be performed. 0.702  
e2. Our bank is extremely responsive to modify products and services in response to client complaints. -0.481 0.590 
e3. There is a clear division of roles and responsibilities among employees in our bank. 0.578  
e4. Our bank has difficulty implementing new products and services. (reverse-coded) -0.820 0.757 
e5. Employees have a common language regarding our products and services. -0.706 0.756 
e6. Our bank constantly considers how to better exploit knowledge. -0.759 0.752 
e7. Our bank has clear processes in place for the development of new products and services. -0.544 0.645 
e8. Our bank has established routines for the development of new markets. -0.744 0.680 
e9.  In our bank, new operational improvements are made on an ad hoc basis. 0.161  
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1 These factor correlations are based on model 2 in Table 5.  
TABLE 6:  PRETEST ABSORPTIVE CAPACITY 4-FACTOR 18 ITEM MODEL FACTOR CORRELATIONS1 
 
 
 
 
 
 
 
   
 ACQ ASSM TRAN EXP 
ACQ 1.00    
ASSM 0.745 1.00   
TRAN 0.292 0.282 1.00  
EXP -0.480 -0.057 -0.631 1.00 
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TABLE 7:  CORRELATIONS AND DESCRIPTIVES FOR FINAL ABSORPTIVE CAPACITY INDICATORS67 
 
 
 
                                                 
6
 These statistics were derived from the final survey. 
7
 All correlations were significant at p<=0.001. 
 Mean S.D. A1 A3 A4 A5 B1 B2 B3 B4 T1 T2 T3 T4 T5 T6 E1 E2 E3 E4 E5 E6 E7 E8
A1 4.29 1.91
A3 4.37 1.99 .798
A4 4.22 1.86 .781 .732
A5 4.14 2.02 .806 .744 .754
B1 4.22 1.71 .571 .548 .592 .627
B2 4.26 1.68 .620 .642 .589 .666 .624
B3 4.37 1.80 .675 .655 .568 .665 .620 .740
B4 4.20 1.76 .636 .596 .536 .650 .607 .702 .742
T1 3.86 1.83 .566 .546 .510 .530 .421 .570 .503 .558
T2 3.99 1.79 .577 .508 .610 .569 .439 .541 .482 .533 .678
T3 3.98 1.83 .519 .494 .508 .464 .371 .492 .470 .532 .710 .631
T4 4.16 1.95 .480 .460 .441 .467 .342 .479 .438 .511 .606 .617 .689
T5 3.78 1.88 .479 .476 .485 .512 .444 .486 .437 .543 .691 .608 .688 .695
T6 4.20 1.97 .507 .485 .560 .522 .490 .462 .395 .443 .566 .598 .643 .644 .618
E1 4.21 1.73 .324 .351 .309 .311 .270 .448 .320 .353 .508 .379 .521 .615 .479 .507
E2 3.71 1.77 .470 .469 .465 .483 .365 .447 .386 .423 .603 .536 .622 .630 .687 .607 .581
E3 4.20 1.88 .496 .466 .472 .510 .332 .482 .394 .396 .531 .533 .577 .665 .554 .565 .608 .671
E4 3.68 1.96 .418 .453 .438 .439 .338 .465 .427 .472 .576 .540 .655 .645 .645 .548 .529 .652 .494
E5 4.00 1.81 .321 .339 .288 .300 .173 .400 .298 .368 .454 .426 .504 .602 .489 .519 .688 .556 .564 .604
E6 3.93 2.05 .549 .574 .518 .576 .419 .543 .503 .521 .742 .625 .661 .638 .644 .608 .563 .677 .566 .696 .604
E7 3.80 1.98 .505 .544 .517 .551 .484 .542 .505 .519 .642 .567 .679 .606 .633 .575 .538 .673 .573 .670 .569 .758
E8 3.75 1.99 .526 .495 .522 .563 .479 .540 .492 .520 .659 .623 .739 .633 .655 .604 .541 .688 .566 .736 .513 .725 .769
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TABLE 8: ABSORPTIVE CAPACITY 4-FACTOR MODEL-FACTOR CORRELATIONS89 
 
 
 
 
 
 
                                                 
8
 These results are from the 4-factor CFA model that includes all 22 indicators from the final survey. 
9
 High correlations appear in bold.  High correlations between acquisition and assimilation factors and transformation and exploitation factors suggest a 2-factor 
model. 
Acquisition Assimilation Transformation Exploitation
Acquisition 1
Assimilation 0.846 1
Transformation 0.684 0.692 1
Exploitation 0.631 0.655 0.916 1
Externally-oriented Internally-oriented
Externally-
oriented
Internally-
oriented
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TABLE 9:  CORRELATION MATRIX AND DESCRIPTIVES 
 
 
 
 Mean SD N 1 2 3 4
1 . Past Acquisitions 3.977 6.139 260
2 . Past De Novo New  Markets 2.396 3.558 260 .318**
3 . Log of Assets Year of Acq 6.097 .757 260 .686** .438**
4 . Externally-oriented Absorptive Capacity 4.265 1.595 260 .318** .220** .315**
5 . Internally-oriented Absorptive Capacity 3.921 1.588 260 -.066 -.065 -.022 .673**
**. Correlation is signif icant at the 0.01 level (2-tailed).
a. Cannot be computed because at least one of the variables is constant.
*. Correlation is signif icant at the 0.05 level (2-tailed).
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Mean
Standard 
Deviation N 1 2 3 4 5 6 7 8 9 10 11 12
1 .  Change in Retail Effectiveness 1.397 2.225 192
2 .  Change in Mortage Effectiveness 1.245 2.071 192 -.045
3 .  Change in Insurance Effectiveness .711 1.678 192 -.107 .219**
4 .  Change in Private Effectiveness 1.159 1.961 192 -.076 .010 .058
5 .  Change in Commercial Effectiveness 1.739 2.299 192 .023 .115 -.071 -.114
6 .  Change in Corporate Effectiveness .547 1.509 192 -.080 .054 .387** .016 -.013
7 .  Change in Commercial Real Estate Effectiveness 1.380 2.121 192 .057 .086 .095 .135 .070 .060
8 .  Change in Merchant Service Effectiveness .437 1.342 192 -.096 .015 .316** .129 .033 .224** .090
9 .  Change in Treasury Mgt Effectiveness .979 1.802 192 -.078 .035 .171* .091 -.057 .126 .087 .232**
10 .  Change in Payroll/Tax Effectiveness .333 1.108 192 -.044 .037 .268** -.007 -.078 .277** .035 .250** .171*
11 .  Change in Foreign Trade Effectiveness .000 .000 192 .a .a .a .a .a .a .a .a .a .a
12 .  Change in Leasing Effectiveness .651 1.219 192 .055 .191** .238** .138 .064 .359** .114 .252** .110 .397** .a
13 .  Change in Wealth Mgt Effectiveness .641 1.319 192 .016 .266** .199** .059 .167* .130 .120 .097 .123 -.018 .a .290**
14 .  Change in Investment Banking Effectiveness .104 .468 192 -.122 .081 .186** .206** .035 .245** .250** .227** .033 .286** .a .257**
15 .  Change in Specialty Services Scope .276 .800 192 .044 .070 .139 .183* .099 .000 .231** .188** .088 .126 .a .185*
16 .  Change in Marketing Effectiveness .375 .963 192 .184* -.042 -.031 .064 -.007 -.081 .009 -.053 -.008 -.074 .a -.017
17 .  Change in HR Effectiveness .333 .923 192 .167* -.141 -.071 .034 .001 -.009 -.017 -.005 -.017 -.002 .a .062
18 .  Change in IT Effectiveness .875 1.114 192 .011 -.042 .009 -.020 -.059 -.039 .268** -.033 -.039 -.064 .a -.109
19 .  Change in Finance Effectiveness .286 1.071 192 .008 -.048 -.107 -.009 .125 .012 -.030 -.083 -.080 -.006 .a .069
20 .  Change in Risk Effectriveness .479 1.228 192 -.052 -.053 -.057 -.046 .113 .046 .135 -.017 -.101 -.010 .a .014
21 .  Chang ein Loan Effectiveness .344 .735 192 .035 .007 -.028 -.034 -.004 .044 .006 .021 .036 -.013 .a -.006
22 .  Change in Documentation effectiveness .339 .957 192 -.021 -.041 -.049 .058 -.085 .022 .094 -.044 -.072 .076 .a -.033
23 .  Change in Compliance Effectiveness .474 1.033 192 -.103 -.040 -.014 .006 -.081 .044 .065 -.029 -.060 .062 .a -.001
24 .  Change in Legal Effectiveness .141 .429 192 -.019 .021 .067 .082 -.078 .110 -.019 -.032 .049 .110 .a -.006
25 .  Chagne in Audit Effectiveness .130 .489 192 -.027 .006 -.041 .109 .053 .166* -.038 .030 .023 .103 .a .200**
26 .  Change in Branch Management Effectiveness .417 .999 192 -.124 .042 .046 .014 .008 .060 .001 .108 -.010 .082 .a .124
**. Correlation is signif icant at the 0.01 level (2-tailed).
a. Cannot be computed because at least one of the variables is constant.
*. Correlation is signif icant at the 0.05 level (2-tailed).
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Deviation N 1 2 3 4 5 6 7 8 9 10 11 12
27 .  Change in Facilities Effectiveness .151 .617 192 -.124 -.030 .049 -.006 -.049 .069 .000 .072 -.033 .125 .a .036
28 .  Change in Procurement Effectiveness .094 .385 192 .010 -.028 -.031 .086 .057 .014 .001 .020 -.083 .025 .a .014
29 .  Change in Product/Service Dev .695 1.229 192 .148* -.043 -.067 -.093 .007 -.029 .276** -.067 -.136 -.047 .a -.105
30 .  Change in Strategy Formulation 1.422 1.744 192 .124 -.041 -.084 -.090 -.038 -.099 .142* -.118 -.111 -.103 .a -.169*
31 .  Change in Decision Making Effectiveness .745 1.663 192 .234** -.066 -.116 -.057 -.032 -.119 .169* -.138 -.122 -.133 .a -.166*
32 .  Change in Instilling Climate .875 1.786 192 .149* -.037 -.069 .021 -.041 -.065 .195** .055 -.080 -.074 .a -.044
33 .  Change in Instilling Direction .729 1.180 192 -.010 .018 .000 -.120 -.036 .072 -.011 -.052 -.017 -.079 .a -.084
34 .  Change in Sharing Best Practices 1.276 2.343 192 .168* .067 -.059 .082 .029 .096 .090 .001 -.043 .005 .a -.049
35 .  Change in Sharing Resources .620 1.196 192 .138 -.061 -.102 -.094 -.002 -.057 .245** -.073 -.070 -.058 .a -.088
36 .  Change in Allocating Resources .438 1.032 192 .088 -.062 -.019 -.031 .036 -.005 -.100 .008 -.046 -.078 .a -.024
37 .  Change in Controlling/Monitoring/Rew arding .406 .863 192 -.001 -.046 -.033 -.092 .086 -.003 .021 -.094 -.021 -.044 .a -.153*
38 .  Change in Est. Organizational Structure 2.078 2.173 192 .033 .035 -.012 -.060 .114 -.030 .063 -.075 .093 -.046 .a -.069
39 .  Change in Market Share .000 .001 190 -.026 -.022 .100 .053 -.007 .042 .073 .177* .113 .047 .a .085
40 .  Change in ROA -.001 .018 189 .080 -.074 -.028 .124 -.070 -.041 -.023 -.039 .066 -.051 .a -.016
41 .  Future Internal Development .417 .494 192 .117 .084 -.014 -.001 -.124 -.072 .043 -.010 -.008 .013 .a .078
42 .  Future Acquisition .328 .471 192 .257** .230** .192** -.002 .151* .107 .021 -.018 -.040 .090 .a .192**
43 .  Risk Adjusted Slack .110 .038 191 .053 -.093 -.099 -.026 .079 -.145* -.146* -.106 -.067 -.104 .a -.161*
44 .  Acquirer and Target Relatedness .611 .472 190 -.020 -.028 .025 .132 .074 .186* .061 .078 .017 -.007 .a .051
45 .  Acquirer and Target Relative Size .268 .963 190 .015 -.061 -.070 .145* .030 .160* -.063 -.026 -.066 .191** .a .146*
46 .  Number of Acquisitions Same Year as Focal Acq .505 .688 190 .106 -.013 .320** -.019 -.040 .258** .055 .118 .049 -.023 .a .093
47 .  Log of Assets Year of Ac 6.097 .757 260 -.052 .234** .435** .097 .018 .345** .096 .278** .345** .260** .a .385**
48 .  Log of Assets 2 Years After Acq 6.507 .704 190 -.045 .214** .419** .097 .028 .358** .088 .280** .343** .272** .a .402**
49 .  Target Prior Perforamcne .157 .613 191 -.036 -.036 .089 .120 -.056 .092 -.015 .251** .231** .301** .a .108
**. Correlation is signif icant at the 0.01 level (2-tailed).
a. Cannot be computed because at least one of the variables is constant.
*. Correlation is signif icant at the 0.05 level (2-tailed).
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13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28
14 .  Change in Investment Banking Effectiveness .120
15 .  Change in Specialty Services Scope .065 .258**
16 .  Change in Marketing Effectiveness -.042 -.052 -.054
17 .  Change in HR Effectiveness -.043 -.057 -.054 .578**
18 .  Change in IT Effectiveness -.095 -.025 -.061 .073 .015
19 .  Change in Finance Effectiveness -.123 -.049 -.068 .256** .305** .109
20 .  Change in Risk Effectriveness -.081 -.014 -.082 .219** .205** .362** .723**
21 .  Chang ein Loan Effectiveness -.072 -.028 -.082 .312** .147* .117 .286** .304**
22 .  Change in Documentation effectiveness -.123 .003 -.041 .339** .162* .492** .334** .454** .347**
23 .  Change in Compliance Effectiveness -.116 -.005 -.064 .320** .273** .461** .463** .567** .239** .710**
24 .  Change in Legal Effectiveness .016 -.047 -.053 .176* .264** -.007 .333** .289** .045 .304** .298**
25 .  Chagne in Audit Effectiveness .000 -.014 .041 .285** .425** -.018 .378** .209** .151* .330** .395** .236**
26 .  Change in Branch Management Effectiveness .023 .041 .026 .376** .348** .103 .470** .506** .253** .580** .711** .363** .510**
27 .  Change in Facilities Effectiveness -.042 .072 .021 .266** .159* .005 .299** .326** .197** .454** .586** .117 .212** .679**
28 .  Change in Procurement Effectiveness -.119 .004 .018 .258** .309** .003 .506** .425** .163* .254** .335** .363** .324** .429** .315**
29 .  Change in Product/Service Dev -.118 -.053 -.074 .103 .100 .520** .104 .290** .179* .342** .323** -.050 .106 .132 .080 .077
30 .  Change in Strategy Formulation -.098 -.093 -.106 -.076 -.016 .453** .033 .211** .188** .174* .188** -.045 -.114 -.062 -.074 .034
31 .  Change in Decision Making Effectiveness -.142* -.100 -.155* .286** .267** .562** .256** .455** .295** .489** .543** .131 .080 .247** .176* .160*
32 .  Change in Instilling Climate -.137 -.059 -.086 .222** .245** .519** .227** .386** .284** .356** .390** .009 .091 .182* .122 .253**
33 .  Change in Instilling Direction -.164* -.043 -.098 .113 .083 .193** .169* .260** .271** .327** .278** .014 .070 .194** .150* .125
34 .  Change in Sharing Best Practices -.113 .155* .026 .123 .209** -.037 .010 .050 .173* .023 .026 .149* .051 .056 .072 .116
35 .  Change in Sharing Resources -.090 -.078 -.087 .352** .243** .534** .380** .453** .322** .493** .524** .125 .166* .317** .220** .203**
36 .  Change in Allocating Resources -.026 -.030 -.090 .409** .467** -.034 .454** .301** .222** .300** .374** .286** .270** .442** .414** .292**
37 .  Change in Controlling/Monitoring/Rew arding -.096 .037 -.103 .099 .059 .086 .236** .245** .257** .422** .370** .071 .147* .428** .445** .247**
38 .  Change in Est. Organizational Structure -.029 -.018 -.021 .074 .204** .110 .069 .135 .219** .078 .158* -.001 .000 .031 .034 .242**
39 .  Change in Market Share .115 -.009 .027 -.046 .028 .039 -.026 -.039 -.190** -.021 .036 -.082 .010 .013 -.008 .008
40 .  Change in ROA -.053 .005 .020 .025 .011 .002 .095 .032 -.092 .012 .046 -.029 .003 .066 .045 .105
41 .  Future Internal Development -.050 -.030 -.001 .099 .061 .086 .100 .032 -.036 .209** .124 .167* .099 .092 .084 .041
42 .  Future Acquisition .166* .248** .189** -.123 -.036 -.131 -.094 -.165* -.040 -.120 -.181* -.022 .018 -.159* -.063 -.055
43 .  Risk Adjusted Slack -.087 -.095 -.137 .192** .178* -.016 -.003 -.018 .015 -.077 -.016 .059 -.076 .025 .045 .003
44 .  Acquirer and Target Relatedness .117 .115 .004 .060 .118 -.089 .114 .098 .060 -.085 .052 .134 .129 .120 .034 .108
45 .  Acquirer and Target Relative Size -.087 -.039 .024 .121 .362** .031 .301** .006 .092 .304** .296** .157* .595** .303** .134 .238**
46 .  Number of Acquisitions Same Year as Focal Acq.162* .064 .059 .021 -.061 .087 .037 .072 .059 .053 .089 -.101 .115 .004 .042 -.042
47 .  Log of Assets Year of Ac .400** .288** .230** -.182* -.125 -.074 -.144* -.118 -.013 -.187** -.112 -.056 -.050 -.127 -.050 -.131
48 .  Log of Assets 2 Years After Acq .390** .260** .232** -.092 -.043 -.021 -.084 -.086 .038 -.091 -.033 -.043 .049 -.062 -.026 -.092
49 .  Target Prior Perforamcne -.061 .144* .157* -.038 .000 -.119 -.029 -.045 .112 -.091 -.102 -.025 -.069 -.099 .020 .026
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29 30 31 32 33 34 35 36 37 38 39 40 41 42 43 44 45 46 47 48 49
30 .  Change in Strategy Formulation .498**
31 .  Change in Decision Making Effectiveness .580** .595**
32 .  Change in Instilling Climate .401** .481** .627**
33 .  Change in Instilling Direction .155* .382** .405** .481**
34 .  Change in Sharing Best Practices .063 .102 .202** .088 .073
35 .  Change in Sharing Resources .468** .256** .611** .443** .153* .069
36 .  Change in Allocating Resources .083 -.022 .349** .257** .253** .221** .382**
37 .  Change in Controlling/Monitoring/Rew arding .202** .292** .313** .254** .366** .045 .206** .317**
38 .  Change in Est. Organizational Structure .219** .219** .288** .266** .284** .048 .148* .144* .279**
39 .  Change in Market Share .134 .028 .039 .038 -.027 -.076 .101 .007 -.021 -.022
40 .  Change in ROA -.056 -.087 -.044 -.053 -.034 -.076 .006 -.076 .119 .058 .053
41 .  Future Internal Development .052 -.108 .034 .059 -.003 -.091 .172* .082 .018 -.152* .017 -.085
42 .  Future Acquisition -.039 -.080 -.080 -.175* -.141 .226** -.075 -.082 -.059 -.005 .025 .025 .084
43 .  Risk Adjusted Slack .046 .017 .129 .001 -.019 .065 .036 .130 .039 .057 .137 .075 -.069 -.084
44 .  Acquirer and Target Relatedness -.087 -.017 -.026 -.033 -.028 .083 -.028 .083 -.031 .106 -.121 .170* -.276** -.008 .120
45 .  Acquirer and Target Relative Size .081 -.046 .054 .061 .035 .005 .108 .149* .106 .102 .137 .047 .084 .056 .050 .090
46 .  Number of Acquisitions Same Year as Focal Acq.189** .134 .165* .138 .067 -.081 .006 .056 -.013 .000 .156* .007 -.022 .100 -.177* .014 -.086
47 .  Log of Assets Year of Ac -.111 -.117 -.177* -.063 -.069 -.020 -.158* -.081 -.060 .108 .161* -.036 .052 .310** -.281** -.036 -.148* .414**
48 .  Log of Assets 2 Years After Acq -.067 -.151* -.133 -.017 -.074 -.035 -.075 -.024 -.055 .125 .185* -.009 .089 .297** -.329** -.048 -.015 .428** .973**
49 .  Target Prior Perforamcne -.118 -.113 -.147* -.059 -.065 .060 -.034 -.110 -.002 .049 .052 .140 .042 .166* -.131 .111 .075 -.040 .347** .349**
**. Correlation is signif icant at the 0.01 level (2-tailed).
a. Cannot be computed because at least one of the variables is constant.
*. Correlation is signif icant at the 0.05 level (2-tailed).
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Mean
Standard 
Deviation N 1 2 3 4 5 6 7 8 9 10
1 .  Change in Retail Scope 2.693 4.065 192
2 .  Change in Mortage Scope 2.391 4.648 192 .563**
3 .  Change in Insurance Scope 2.193 4.575 192 .490** .389**
4 .  Change in Private Scope 2.266 3.307 192 .430** .390** .329**
5 .  Change in Commerical Scope 2.255 3.698 192 .723** .433** .377** .450**
6 .  Change in Corporate Scope 1.260 2.001 192 .415** .335** .296** .406** .488**
7 .  Change in Comm Real Estate Scope 2.021 3.200 192 .750** .518** .386** .533** .710** .554**
8 .  Change in Merchant Service Scope 1.365 2.544 192 .358** .308** .481** .438** .419** .633** .495**
9 .  Change in Treasury Mgt Scope 2.161 4.655 192 .452** .313** .590** .286** .380** .413** .432** .510**
10 .  Change in Payroll/Tax Scope 1.411 3.036 192 .269** .173* .182* .286** .223** .479** .410** .372** .180*
11 .  Change in Foreign Trade Scope 1.120 1.734 192 .400** .354** .363** .500** .448** .862** .522** .675** .357** .564**
12 .  Change in Leasing Scope 2.130 4.659 192 .323** .196** .340** .222** .276** .311** .381** .493** .424** .705**
13 .  Change in Wealth Mgt Scope 2.453 5.275 192 .476** .189** .519** .233** .302** .322** .399** .437** .466** .190**
14 .  Change in Investement Banking Scope 1.120 1.734 192 .400** .354** .363** .500** .448** .862** .522** .675** .357** .564**
15 .  Change in Specialty Scope 1.958 4.348 192 .294** .133 .296** .218** .196** .318** .258** .525** .243** .532**
16 .  Retail Cap. Present in Acquirer T2 1.000 .000 191 .a .a .a .a .a .a .a .a .a .a
17 .  Mortgage Cap. Present in Acquirer T2 .759 .429 191 .089 .170* .148* .047 -.016 .075 .051 .082 .142 .045
18 .  Insurance Cap. Present in Acquirer T2 .487 .501 191 .145* .130 .245** .086 .054 .137 .138 .117 .189** .031
19 .  Private Banking Cap. Present in Acquirer T2 .785 .412 191 .047 .092 .129 .160* -.045 .070 .097 .036 .091 .072
20 .  Commercial Cap. Present in Acquirer T2 .995 .072 191 .030 .022 .019 .028 .025 .010 .023 .011 .018 .010
21 .  Corporate Cap. Present in Acquirer T2 .225 .419 191 -.026 .037 -.013 -.034 .059 .229** .018 .084 .023 .058
22 .  Merchant Svc.. Cap. Present in Acquirer T2 .262 .441 191 .034 -.021 -.003 -.025 .054 .206** .065 .231** .101 .012
**. Correlation is signif icant at the 0.01 level (2-tailed).
a. Cannot be computed because at least one of the variables is constant.
*. Correlation is signif icant at the 0.05 level (2-tailed).
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23 .  Treasury Mgmt. Cap. Present in Acquirer T2 .607 .490 191 .074 -.013 .151* .029 -.014 .107 .062 .071 .203** -.002
24 .  Payroll/tax Cap. Present in Acquirer T2 .262 .441 191 .017 .038 -.034 .047 -.030 .206** .084 .082 .001 .232**
25 .  Foreign Trade Cap. Present in Acquirer T2 .115 .320 191 .119 .015 .020 .019 .045 .280** .125 .141 .032 .080
26 .  Leasing Cap. Present in Acquirer T2 .497 .501 191 .077 .002 .104 .088 .058 .092 .052 .102 .022 .111
27 .  Wealth Mgmt. Cap. Present in Acquirer T2 .497 .501 191 .043 -.025 .157* .078 -.015 .092 .043 .102 .058 -.027
28 .  Investment Cap. Present in Acquirer T2 .094 .293 191 .054 .026 .040 .049 .059 .315** .075 .164* .054 .097
29 .  Specialty Svc.. Cap. Present in Acquirer T2 .408 .493 191 .013 -.019 .003 .062 -.017 .161* .065 .142* .015 .054
30 .  Change in Market Share .000 .001 190 .148* .109 .093 .094 .128 .135 .197** .091 .142 .218**
31 .  Change in ROA -.001 .018 189 .092 .053 .137 .081 .080 .048 .099 .071 .134 .128
32 .  Future Internal Development .417 .494 192 -.001 -.094 -.054 .018 .079 .059 .014 .137 .043 .053
33 .  Future Acquisition .328 .471 192 -.117 -.071 .012 -.036 -.142 .042 -.140 .005 -.024 -.007
34 .  Risk Adjusted Slack .110 .038 191 .243** .141 .191** .077 .127 -.039 .201** .003 .250** -.046
35 .  Acquirer and Target Relatedness .611 .472 190 .056 .060 .094 .124 .055 .110 .100 .101 .092 -.062
36 .  Acquirer and Target Relative Size .268 .963 190 .482** .439** .440** .520** .510** .844** .613** .749** .469** .557**
37 .  Number of Acquisitions Same Year as Focal Acq .505 .688 190 -.096 -.146* -.064 .041 -.046 -.099 -.011 -.018 -.096 -.041
38 .  Log of Assets Year of  Ac 6.097 .757 260 -.198** -.144* -.045 .018 -.178* -.012 -.165* -.041 -.102 -.061
39 .  Log of Assets 2 Years After Acq 6.507 .704 190 -.103 -.066 .005 .067 -.073 .083 -.073 .051 -.039 .014
40 .  Target Prior Perforamcne .157 .613 191 .021 .009 .103 .189** -.005 .124 -.064 .090 .213** .010
**. Correlation is signif icant at the 0.01 level (2-tailed).
a. Cannot be computed because at least one of the variables is constant.
*. Correlation is signif icant at the 0.05 level (2-tailed).
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12 .  Change in Leasing Scope .357**
13 .  Change in Wealth Mgt Scope .311** .386**
14 .  Change in Investement Banking Scope 1.000** .357** .311**
15 .  Change in Specialty Scope .385** .635** .328** .385**
16 .  Retail Cap. Present in Acquirer T2 .a .a .a .a .a
17 .  Mortgage Cap. Present in Acquirer T2 .041 .138 .122 .041 .103 .a
18 .  Insurance Cap. Present in Acquirer T2 .074 .103 .132 .074 .115 .a .500**
19 .  Private Banking Cap. Present in Acquirer T2 .038 .128 .109 .038 .117 .a .541** .484**
20 .  Commercial Cap. Present in Acquirer T2 .005 .018 .020 .005 .016 .a .129 -.074 .139
21 .  Corporate Cap. Present in Acquirer T2 .135 -.016 .040 .135 .018 .a .274** .403** .160* .039
22 .  Merchant Svc.. Cap. Present in Acquirer T2 .122 .046 .090 .122 .065 .a .335** .421** .137 .043 .477**
23 .  Treasury Mgmt. Cap. Present in Acquirer T2 .058 .080 .193** .058 .159* .a .475** .569** .598** .090 .279** .284**
24 .  Payroll/tax Cap. Present in Acquirer T2 .122 .135 .063 .122 .158* .a .308** .564** .311** .043 .449** .567** .308**
25 .  Foreign Trade Cap. Present in Acquirer T2 .201** .063 .121 .201** .071 .a .203** .370** .189** .026 .630** .494** .290** .606**
26 .  Leasing Cap. Present in Acquirer T2 .073 .246** .119 .073 .147* .a .560** .728** .444** .072 .391** .432** .564** .480**
27 .  Wealth Mgmt. Cap. Present in Acquirer T2 .073 .044 .280** .073 .063 .a .487** .644** .469** .072 .416** .408** .585** .456**
28 .  Investment Cap. Present in Acquirer T2 .225** .086 .070 .225** .093 .a .182* .331** .169* .023 .598** .542** .259** .542**
29 .  Specialty Svc.. Cap. Present in Acquirer T2 .087 .089 .104 .087 .268** .a .418** .512** .434** .060 .241** .353** .537** .523**
30 .  Change in Market Share .158* .152* .076 .158* .146* .a .102 .174* -.018 .018 .073 .036 .142 .088
31 .  Change in ROA .021 .145* .108 .021 .027 .a .031 -.065 -.008 .005 -.066 -.088 .043 -.171*
32 .  Future Internal Development .088 .090 -.055 .088 .110 .a .007 .065 .082 .062 -.051 .074 .096 .074
33 .  Future Acquisition .106 -.094 -.012 .106 .048 .a .135 .119 -.040 .051 .235** .038 .176* .140
34 .  Risk Adjusted Slack -.018 .028 .227** -.018 -.064 .a -.061 -.128 -.124 .038 -.187** -.164* -.057 -.198**
35 .  Acquirer and Target Relatedness .060 -.120 .120 .060 -.072 .a .081 .007 .069 -.060 .152* .167* .038 -.019
36 .  Acquirer and Target Relative Size .963** .420** .390** .963** .424** .a .026 .048 .005 .001 .097 .129 .031 .074
37 .  Number of Acquisitions Same Year as Focal Acq -.054 -.045 -.136 -.054 -.033 .a .158* .200** .154* .054 .170* .048 .163* .117
38 .  Log of  Assets Year of Ac -.021 -.046 -.073 -.021 -.033 .a .484** .519** .410** .066 .450** .328** .520** .464**
39 .  Log of  Assets 2 Years After Acq .084 .034 -.016 .084 .033 .a .505** .533** .406** .059 .442** .348** .535** .477**
40 .  Target Prior Perforamcne .100 .062 .010 .100 .100 .a .285** .144* .260** .137 .026 .198** .312** .217**
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26 .  Leasing Cap. Present in Acquirer T2 .363**
27 .  Wealth Mgmt. Cap. Present in Acquirer T2 .363** .686**
28 .  Investment Cap. Present in Acquirer T2 .838** .324** .324**
29 .  Specialty Svc.. Cap. Present in Acquirer T2 .401** .601** .580** .388**
30 .  Change in Market Share .073 .145* .164* .091 .119
31 .  Change in ROA -.112 .037 -.023 -.012 -.051 .053
32 .  Future Internal Development -.040 .111 .004 -.056 .137 .017 -.085
33 .  Future Acquisition .270** .148* .171* .231** .187** .025 .025 .084
34 .  Risk Adjusted Slack -.113 -.180* -.039 -.144* -.200** .137 .075 -.069 -.084
35 .  Acquirer and Target Relatedness .128 -.065 .050 .193** .047 -.121 .170* -.276** -.008 .120
36 .  Acquirer and Target Relative Size .163* .024 .030 .187** .043 .137 .047 .084 .056 .050 .090
37 .  Number of Acquisitions Same Year as Focal Acq .117 .184* .184* .155* .196** .156* .007 -.022 .100 -.177* .014 -.086
38 .  Log of Assets Year of Ac .474** .599** .611** .450** .595** .161* -.036 .052 .310** -.281** -.036 -.148* .414**
39 .  Log of Assets 2 Years After Acq .487** .629** .612** .463** .625** .185* -.009 .089 .297** -.329** -.048 -.015 .428** .973**
40 .  Target Prior Perforamcne .122 .207** .173* .210** .275** .052 .140 .042 .166* -.131 .111 .075 -.040 .347** .349**
**. Correlation is signif icant at the 0.01 level (2-tailed).
a. Cannot be computed because at least one of the variables is constant.
*. Correlation is signif icant at the 0.05 level (2-tailed).
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TABLE 10:  IMPACT OF CUMULATIVE ACQUISITION AND INTERNAL DEVELOPMENT EXPERIENCE ON 
ABSORPTIVE CAPACITY 
 
    
 
     *p<.05, **p<.01, ***p<.001 
      
a
p<.10 
 
Model 1:  
Externally-
oriented ACAP 
(DV/Centered)
Model 2: 
Internally-
oriented ACAP 
(DV/Centered)
Intercept 0.131 0.072
Independent Variables
Acquisition 0.091 * 0.001
Internal Development 0.078 *** -0.028
a
Interaction Terms
Acq *ID -0.016 *** -0.009
Control Variables
Log of Size (Centered) 0.135 0.05
F 14.625 *** 2.714 *
R
2
0.187 0.041
N 260 260
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TABLE 11:  PREDICTED MEAN LEVEL ABSORPTIVE CAPACITY BY HISTORICAL GROWTH STATEGY 
 
 
 
 
 
 
 
 
  
 
Acquisitions 
Only
Internal 
Development 
Only
Mixed Use
No Growth
(Acq High, ID 
Zero)
(ID High, Acq 
Zero)
(Acq High, ID 
High)
(Acq Zero, ID 
Zero)
Externally-oriented 0.73 (0.10; 1.37) 0.23 (-0.41; 0.87) 0.62 (-0.01; 1.26) -0.53 (-1.16; 0.11)
Internally-oriented 0.25 (-0.55; 1.05) 0.09 (-0.7; 0.89) 0.07 (-0.73; 0.87) 0.05 (-0.75; 0.85)
95% Confidence 
Internal
95% Confidence 
Internal
95% Confidence 
Internal
95% Confidence 
Internal
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TABLE 12:  IMPACT OF ABSORPTIVE CAPACITY ON THE CHANGE IN SCOPE OF CAPABILITIES (CONTINUOUS 
MEASURE)10 
 
                                                 
10
 For this analysis, the dependent variable (change in scope of each respective revenue class) was measured using the continuous measure. 
Retail Mortgage Insurance Private Commercial Corporate
Commercial 
Real Estate
Merchant 
Services
Model 1: Base Model
Intercept .772 *** .800 *** .620 ** 1.051 *** .915 *** 1.038 *** .779 *** .966 ***
Hypotheses
ACAPex (H4a) -.079 a -.078 a -.022 .049 -.065 .020 -.065 a .041 a
ACAPin (H4b) .102 ** .070 .061 -.061 .065 -.012 .052 -.002
Controls
RELATED -.008 .035 .079 .115 .025 .056 .042 .056
RSIZE .344 *** .356 *** .338 *** .296 *** .334 *** .294 *** .351 *** .329 ***
SLACK 4.918 * 3.500 * 4.223 ** 1.041 2.533 a -.879 a 3.240 ** -.187
Model Fit
R square .226 .209 .214 .172 .211 .554 .297 .510
Total f 10.735 *** 9.733 *** 10.031 *** 7.622 *** 9.859 *** 45.788 *** 15.594 *** 38.291 ***
Model 1a:  Model with Interaction
Intercept .763 *** .744 *** .613 ** 1.062 *** .918 *** 1.045 *** .778 *** .948 ***
Hypotheses
ACAPex (H4a) -.078 a -.072 -.021 .047 -.065 .020 -.065 a .043 *
ACAPin (H4b) .099 ** .050 .058 -.057 .065 -.009 .052 -.009
ACAPex X ACAPin (H4c) .005 .032 .004 -.006 -.001 -.004 .000 .010
Controls
RELATED -.009 .030 .079 .116 .025 .056 .041 .054
RSIZE .344 *** .355 *** .338 *** .296 *** .335 *** .294 *** .351 *** .328 ***
SLACK 4.918 ** 3.498 * 4.223 ** 1.041 2.533 a -.878 a 3.240 ** -.188
Model Fit
R square .226 .214 .214 .172 .211 .555 .297 .512
Change R square .027 .005 .000 .000 .000 .000 .000 .002
Total F 8.903 *** 8.317 *** 8.319 *** 6.328 *** 8.172 *** 37.998 *** 12.9 *** 31.969 ***
N 190 190 190 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p <.10
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Treasury
Payroll and 
Tax Leasing
Wealth 
Management
Specialty 
Services
Model 1: Base Model
Intercept .439 * 1.150 *** 1.216 *** .444 * 1.277 ***
Hypotheses
ACAPex (H4a) -.034 .015 -.004 .053 .134 **
ACAPin (H4b) .078 a -.006 .017 .020 -.048
Controls
RELATED .066 -.107 -.259 * .149 -.134
RSIZE .366 *** .300 *** .350 *** .336 *** .321 ***
SLACK 5.780 *** -.854 .610 5.698 ** -1.138
Model Fit
R square .284 .313 .188 .208 .232
Total f 14.565 *** 16.791 *** 8.494 *** 9.676 *** 11.096 ***
Model 1a:  Model w ith Interaction
Intercept .481 ** 1.104 *** 1.173 *** .492 * 1.211 ***
Hypotheses
ACAPex (H4a) -.039 .021 .001 .048 .142 **
ACAPin (H4b) .092 * -.023 .002 .037 -.071 a
ACAPex X ACAPin (H4c) -.024 .027 .024 -.028 .038
Controls
RELATED .070 -.111 -.263 * .154 -.140
RSIZE .367 *** .299 .349 *** .337 *** .319 ***
SLACK 5.781 *** -.856 *** .609 5.700 ** -1.140
Model Fit
R square .287 .323 .191 .211 .241
Change R square .003 .010 .003 .003 .009
Total F 12.26 *** 14.543 *** 7.193 *** 8.177 *** 9.674 ***
N 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p <.10
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TABLE 13:  IMPACT OF ABSORPTIVE CAPACITY ON THE CHANGE IN SCOPE OF CAPABILITIES WITH 
CONTROL FOR CAPABILITY PRESENT IN TARGET11.12 
                                                 
11
 For this analysis, the dependent variable (change in scope of each respective revenue class) was measured using the continuous measure. 
12
 This analysis differs from that presented in Table 12 because this analysis includes the control variable CAP TGT that controls for whether the target possessed 
capabilities in the respective revenue class. 
Retail Mortgage Insurance Private Commercial Corporate
Commercial 
Real Estate
Merchant 
Services
Model 2: Base Model
Intercept .211 .734 *** .506 ** .892 *** .596 1.033 *** .671 *** .914 ***
Hypotheses
ACAPex (H4a) -.081 a -.092 * -.054 .028 -.066 .019 -.073 * .032 a
ACAPin (H4b) .103 * .061 .092 ** -.054 .067 a -.011 .039 .006
Controls 
RELATED -.002 -.013 .007 .108 .032 .053 -.009 .027
RSIZE .346 *** .335 *** .264 *** .292 *** .334 *** .291 *** .332 *** .295 ***
SLACK 4.854 ** 2.682 a 4.316 ** 1.117 2.484 a -.836 3.297 ** .148
CAP TGT .566 .435 *** 1.012 *** .257 * .324 .040 .327 *** .420 ***
Model Fit
R square .228 .269 .409 .198 .213 .555 .348 .579
Total f 9.009 *** 11.212 *** 21.085 *** 7.527 *** 8.26 *** 38.059 *** 16.291 *** 41.878 ***
Model 2a: Model w ith Interaction
Intercept .214 .674 *** .501 ** .896 *** .597 1.039 *** .675 *** .900 ***
Hypotheses
ACAPex (H4a) -.081 a -.085 a -.054 .027 -.066 .018 -.074 * .034 a
ACAPin (H4b) .101 * .040 .091 * -.053 .068 -.009 .041 .001
ACAPex X ACAPin (H4c) .003 .035 .002 -.002 -.002 -.004 -.003 .008
Controls 
CAP TGT .559 .438 *** 1.012 *** .256 * .327 .039 .328 *** .418 ***
RELATED -.003 -.019 .007 .108 .033 .053 -.009 .026
RSIZE .346 *** .334 *** .264 *** .292 *** .334 *** .291 *** .332 *** .295 ***
SLACK 4.855 ** 2.674 a 4.316 ** 1.117 2.483 a -.836 3.297 ** .146
Model Fit
R square 0.228 0.275 0.409 0.198 0.213 0.555 0.348 0.58
Change R square 0.000 0.006 0.000 0.000 0.000 0.000 0.000 0.001
Total F 7.682 *** 9.846 *** 17.976 *** 6.418 *** 7.043 *** 32.483 *** 13.891 *** 35.861 ***
N
*p<.05, **p<.01, ***p<.001
a
 p <.10
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Treasury
Payroll and 
Tax Leasing
Wealth 
Management
Specialty 
Services
Model 2: Base Model
Intercept .353 * 1.024 *** 1.066 *** .533 ** 1.051 ***
Hypotheses
ACAPex (H4a) -.060 .007 -.045 .006 .051
ACAPin (H4b) .109 ** .005 .052 .033 .011
Controls 
RELATED .003 -.117 a -.250 ** -.047 -.115
RSIZE .302 *** .247 *** .242 *** .184 *** .197 ***
SLACK 5.426 *** -.058 .534 4.744 *** -.184
CAP TGT .798 *** .791 *** 1.357 *** 1.885 *** 1.613 ***
Model Fit
R square .436 .459 .498 .539 .576
Total f 23.537 *** 25.885 *** 30.286 *** 35.635 *** 41.478 ***
Model 2a: Model with Interaction
Intercept .389 * 1.003 *** 1.061 *** .620 *** 1.046 ***
Hypotheses
ACAPex (H4a) -.064 .010 -.044 -.005 .052
ACAPin (H4b) .121 ** -.003 .050 .063 .009
ACAPex X ACAPin (H4c) -.021 .013 .003 -.049 * .003
Controls 
CAP TGT .796 *** .777 *** 1.355 *** 1.911 *** 1.610 ***
RELATED .006 -.119 a -.250 ** -.042 -.115
RSIZE .303 *** .247 *** .242 *** .184 *** .197 ***
SLACK 5.428 *** -.072 .533 4.734 *** -.187
Model Fit
R square 0.438 0.461 0.498 0.349 0.576
Change R square 0.002 0.002 0.000 0.010 * 0.000
Total F 20.248 *** 22.265 *** 25.882 *** 31.671 *** 35.368 ***
N
*p<.05, **p<.01, ***p<.001
a
 p <.10
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TABLE 14:  IMPACT OF ABSORPTIVE CAPACITY ON THE CHANGE IN SCOPE OF CAPABILITIES 
(DICHOTOMOUS MEASURE)13 
 
                                                 
13
 For this analysis, the dependent variable (change in scope of each respective revenue class) was measured using the dichotomous measure. 
β s.e. β s .e. β s .e. β s .e.
Model 1: Base Model
Intercept 25.229 3031.116 4.289 ** 1.447 6.810 ** 2.035 9.093 10.974
Hypotheses
ACAPex (H4a) .224 .422 .936 * .399 .697 .559 1.043 .761
ACAPin (H4b) -.095 .385 .010 .310 -.098 .502 -1.014 .853
Controls
SCOPE 1 -24.136 3031.111 -7.798 *** 1.321 -7.547 *** 1.347 -31.811 5216.834
RELATED -.776 .829 .861 .799 -.528 .968 -6.787 9.698
RSIZE 2.297 1.725 3.738 ** 1.395 1.631 1.649 .675 2.879
SLACK -27.239 28.023 -7.211 8.599 -13.272 12.764 16.955 47.834
Model Fit
Adjusted Nagelkerke pseudo R-square 0.869 0.866 0.869 0.952
Chi-square for log likelihood difference/df 164.098/6 *** 199.029/6 *** 155.282/6 *** 186.389/6 ***
-2 Log Likelihood 43.919 64.282 40.286 16.83
Overall Correct Classification 95.8% 94.2% 96.8% 98.9%
N 190 190 190 190
Model 1a: Model with Interaction
Intercept 30.546 2369.376 3.863 ** 1.438 6.082 ** 1.945 8.473 10.224
Hypotheses
ACAPex (H4a) -.637 .647 .838 * .406 .562 .565 1.026 .731
ACAPin (H4b) .476 .575 -.100 .344 -.155 .510 -1.022 .805
ACAPex * ACAPin (H4c) .727 .321 .244 .165 .352 .220 .145 .423
Controls
SCOPE 1 -29.418 2369.365 -7.777 *** 1.271 -8.002 *** 1.403 -31.500 5204.894
RELATED -1.300 .944 .879 .813 -.610 1.024 -6.423 8.820
RSIZE .473 1.895 3.415 ** 1.352 1.622 1.747 .751 2.998
SLACK -42.790 33.991 -6.956 8.768 -11.471 12.274 16.393 46.834
Model Fit
Adjusted Nagelkerke pseudo R-square 0.891 0.871 0.879 0.952
Chi-square for log likelihood difference/df 2.535/1 2.147/1 2.924/1 a 0.122/1
-2 Log Likelihood 37.384 62.135 37.362 16.708
Overall Correct Classification 96.3% 93.2% 95.8% 98.9%
N 190
*p<.05, **p<.01, ***p<.001
a
 p <.10
Mortgage Insurance Private Commercial Real Estate
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β s .e. β s .e. β s .e. β s .e.
Model 1: Base Model
Intercept 20.573 5799.580 4.380 ** 1.377 23.934 5675.193 -1.871 a .971
Hypotheses
ACAPex (H4a) .580 .520 .686 a .377 .587 .473 .448 .283
ACAPin (H4b) .030 .427 .192 .349 .022 .393 .083 .248
Controls
SCOPE 1 -25.319 5799.580 -7.945 *** 1.393 -25.310 5675.192 6.597 *** 1.012
RELATED .765 1.148 -.745 .807 -1.495 1.068 -1.749 * .711
RSIZE 4.060 1.872 4.292 ** 1.608 1.643 1.114 2.847 * 1.201
SLACK -4.943 * 12.077 4.073 8.574 -19.140 30.052 -1.190 7.803
Model Fit
Adjusted Nagelkerke pseudo R-square 0.900 0.866 0.889 0.608
Chi-square for log likelihood difference/df 181.891/6 *** 193.458/6 *** 177.927/6 *** 177.771/6 ***
-2 Log Likelihood 37.116 60.577 41.079 85.625
Overall Correct Classif ication 97.4% 94.2% 96.8% 91.1%
N 190 190 190 190
Model 1a: Model with Interaction
Intercept 21.532 5332.122 4.486 ** 1.453 23.212 5677.263 -2.244 * 1.037
Hypotheses
ACAPex (H4a) .927 .596 .733 a .416 .498 .575 .369 .306
ACAPin (H4b) .162 .379 .184 .348 -.278 .559 .029 .272
ACAPex * ACAPin (H4c) -.428 .299 -.047 .179 .447 a .271 .267 a .153
Controls
SCOPE 1 -26.209 5332.122 -7.961 *** 1.400 -25.595 5677.262 6.857 *** 1.077
RELATED .824 1.151 -.745 .806 -1.514 1.082 -1.825 * .734
RSIZE 5.943 2.652 4.416 ** 1.686 1.288 1.121 2.670 * 1.246
SLACK -6.606 * 12.249 3.791 8.615 -18.053 26.489 -2.340 8.331
Model Fit
Adjusted Nagelkerke pseudo R-square 0.907 0.866 0.897 0.819
Chi-square for log likelihood difference/df 2.314/1 .070/1 2.918/1 a 3.157/1 a
-2 Log Likelihood 34.803 60.507 38.161 82.468
Overall Correct Classif ication 97.4% 94.7% 96.8% 91.6%
N
*p<.05, **p<.01, ***p<.001
a
 p <.10
Payroll Services LeasingMerchant Services Treasury Management
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β s.e. β s .e.
Model 1: Base Model
Intercept 2.229 * 1.119 5.308 ** 1.659
Hypotheses
ACAPex (H4a) .640 a .374 .981 * .380
ACAPin (H4b) .078 .343 -.131 .312
Controls
SCOPE 1 -7.256 *** 1.111 -7.223 *** 1.181
RELATED .059 .811 -.956 .797
RSIZE 3.055 * 1.550 3.177 * 1.426
SLACK 10.416 8.537 -14.097 11.559
Model Fit
Adjusted Nagelkerke pseudo R-square 0.870 0.860
Chi-square for log likelihood difference/df 200.874/6 *** 193.113/6 ***
-2 Log Likelihood 65.522 64.166
Overall Correct Classif ication 94.2% 94.7%
N 190 190
Model 1a: Model with Interaction
Intercept 2.156 a 1.163 4.716 ** 1.709
Hypotheses
ACAPex (H4a) .622 .382 1.084 * .438
ACAPin (H4b) .066 .350 -.491 .412
ACAPex * ACAPin (H4c) .040 .178 .366 * .195
Controls
SCOPE 1 -7.256 *** 1.110 -7.117 *** 1.133
RELATED .063 .810 -.877 .836
RSIZE 2.979 a 1.576 3.043 * 1.519
SLACK 10.543 8.586 -17.008 11.480
Model Fit
Adjusted Nagelkerke pseudo R-square .870 0.87
Chi-square for log likelihood difference/df 0.051/1 3.827/1 *
-2 Log Likelihood 62.471 60.338
Overall Correct Classif ication 94.2% 94.2%
N
*p<.05, **p<.01, ***p<.001
a
 p <.10
Merchant Services Specialty
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TABLE 15: IMPACT OF ABSORPTIVE CAPACITY ON THE CHANGE IN EFFECTIVENESS OF REVENUE-
GENERATING CAPABILITIES 
Retail Mortgage Insurance Private Commercial Corporate
Commercial 
Real Estate
Merchant 
Services
Model 1: Base Model
Intercept -0.132 0.087 1.342 -0.488 1.614 0.054 2.365 a -6.359 *
Hypotheses
ACAPex (H5a) 0.121 a 0.289 ** 0.270 * 0.158 a 0.208 * 0.456 a 0.155 0.006
ACAPin (H5b) 0.165 * 0.102 0.069 0.181 * 0.167 * -0.146 0.120 0.427 a
Controls
PPERF -0.113 -0.128 0.006 -0.405 * 0.125 0.196 -0.331 a -0.028
RELATED -0.361 * -0.071 0.508 a 0.268 -0.048 0.190 -0.282 0.125
RSIZE 0.004 0.018 -0.085 0.157 a 0.104 0.115 -0.022 0.031
NACQ 0.005 0.059 0.114 0.021 0.128 0.305 0.116 -0.293
SLACK -0.723 0.150 5.285 -0.941 1.607 2.407 -4.163 8.583
SIZE 0.116 -0.034 -0.358 0.093 -0.303 a -0.159 -0.222 0.833 *
Model Fit
R square 0.197 0.197 0.206 0.225 0.209 0.174 0.195 0.182
Total F 5.536 *** 3.959 *** 2.592 ** 5.006 *** 5.970 *** 0.945 4.180 *** 1.115
Model 1a: Model w ith Interaction
Intercept -0.344 * 0.054 1.643 -0.442 1.351 -0.761 2.300 a -5.054
Hypotheses
ACAPex (H5a) 0.136 a 0.303 ** 0.298 * 0.186 * 0.227 ** 0.264 0.186 a 0.112
ACAPin (H5b) 0.118 0.069 -0.010 0.099 0.108 0.304 0.034 0.143
ACAPex X ACAPin (H5c-H5f) 0.079 * 0.035 0.076 0.099 a 0.098 * -0.283 0.088 0.175
Controls
PPERF -0.114 -0.125 0.004 -0.410 * 0.124 0.105 -0.331 a 0.041
RELATED -0.372 * -0.078 0.463 0.225 -0.062 0.332 -0.311 0.002
RSIZE 0.000 0.016 -0.090 0.150 0.099 0.145 -0.027 0.009
NACQ -0.027 0.048 0.106 -0.005 0.089 0.298 0.087 -0.292
SLACK -0.753 0.348 5.174 -0.949 1.569 -3.308 -3.768 10.978
SIZE 0.131 -0.040 -0.415 0.067 -0.284 a 0.113 -0.237 0.574
Model Fit
R square 0.214 0.199 0.215 0.243 0.228 0.204 0.209 0.210
Change R square 0.017 * 0.002 0.009 0.018 a 0.019 * 0.031 0.014 0.027
Total F 5.439 *** 3.540 ** 2.399 ** 4.896 *** 5.916 *** 0.997 4.018 *** 1.150
N 190 138 89 147 190 45 147 49
*p<.05, **p<.01, ***p<.001
a
 p<.10
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Treasury Payroll and Tax Leasing
Wealth 
Management Investment
Specialty 
Services
Model 1: Base Model
Intercept -0.167 -1.607 1.109 *** -1.402 3.204 1.551
Hypotheses
ACAPex (H5a) 0.225 * 0.194 0.099 0.079 0.027 0.097
ACAPin (H5b) 0.194 a 0.055 -0.084 0.157 -0.119 0.091
Controls
PPERF 0.094 0.137 -0.106 -0.333 a 0.435 0.050
RELATED -0.147 0.097 0.224 0.258 0.002 0.062
RSIZE 0.044 0.065 0.062 -0.036 -0.108 0.008
NACQ 0.258 -0.260 -0.153 0.237 -0.069 0.057
SLACK 3.424 5.369 -2.597 2.397 -4.477 -2.510
SIZE -0.086 0.228 -0.001 0.186 -0.296 -0.151
Model Fit
R square 0.207 0.204 0.079 0.164 0.254 0.170
Total F 3.097 ** 1.310 0.809 1.963 a 0.552 1.511
Model 1a: Model with Interaction
Intercept 0.176 -1.614 1.476 *** -0.871 1.852 2.282
Hypotheses
ACAPex (H5a) 0.260 * 0.196 0.138 0.121 0.360 0.216 a
ACAPin (H5b) 0.077 0.052 -0.192 a 0.018 -0.648 -0.139
ACAPex X ACAPin (H5c-H5f) 0.113 0.002 0.089 0.122 0.279 0.167 *
Controls
PPERF 0.123 0.138 -0.109 -0.318 a 0.492 0.060
RELATED -0.168 0.096 0.179 0.170 0.045 -0.005
RSIZE 0.035 0.065 0.055 -0.044 -0.133 a -0.008
NACQ 0.256 -0.261 -0.165 0.226 -0.081 0.031
SLACK 3.344 5.430 -2.643 2.531 6.836 -3.477
SIZE -0.162 0.228 -0.071 0.085 -0.387 -0.287
Model Fit
R square 0.223 0.204 0.107 0.189 0.363 0.239
Change R square 0.016 0.000 0.028 0.025 0.110 0.069 *
Total F 2.996 ** 1.136 0.998 2.051 a 0.653 2.020 a
N 104 50 85 89 22 68
*p<.05, **p<.01, ***p<.001
a
 p<.10
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TABLE 16:  IMPACT OF ABSORPTIVE CAPACITY ON THE CHANGE IN EFFECTIVENESS OF OPERATING 
CAPABILITIES 
Model 1: Base Model
Intercept 0.592 0.146 0.368 *** 0.496 * 1.090 a 0.543 0.884 a 1.627 ** -0.224
Hypotheses
ACAPex (H5a) -0.003 -0.021 -0.070 -0.041 -0.023 -0.036 -0.033 -0.009 -0.001
ACAPin (H5b) 0.063 a 0.025 0.124 * 0.078 ** 0.129 ** 0.034 0.044 0.095 * 0.030
Controls
PPERF 0.060 0.077 0.049 -0.001 0.035 0.131 a 0.031 0.130 -0.082 a
RELATED -0.012 -0.013 0.058 0.029 -0.026 -0.031 -0.109 0.005 0.108 a
RSIZE 0.088 * 0.164 *** 0.170 ** 0.173 *** 0.016 0.081 a 0.156 *** 0.145 ** 0.070 *
NACQ 0.090 0.059 0.211 * 0.163 ** 0.073 0.042 0.152 * 0.070 -0.049
SLACK 2.234 a 1.252 -0.859 -0.541 0.204 0.250 -0.889 -1.258 0.525
SIZE -0.113 -0.036 -0.140 -0.081 -0.183 a -0.075 -0.104 -0.234 * 0.035
Model Fit
R square 0.105 0.100 0.108 0.177 0.131 0.050 0.130 0.170 0.097
Total F 2.641 ** 2.516 * 2.729 ** 4.874 *** 3.400 ** 1.181 3.373 ** 4.625 *** 2.431 *
Model 1a: Model with Interaction
Intercept 0.497 0.168 0.097 *** 0.530 a 1.072 a 0.505 0.856 a 1.571 * -0.159
Hypotheses
ACAPex (H5a) 0.004 -0.022 -0.050 -0.043 -0.022 -0.033 -0.031 -0.005 -0.005
ACAPin (H5b) 0.041 0.030 0.064 0.086 ** 0.125 ** 0.025 0.038 0.082 a 0.044 a
ACAPex X ACAPin (H5c-H5f) 0.035 -0.008 0.100 ** -0.013 0.006 0.014 0.011 0.021 -0.024 a
Controls
PPERF 0.059 0.077 0.048 0.000 0.035 0.130 a 0.031 0.129 -0.082 a
RELATED -0.017 -0.012 0.044 0.031 -0.027 -0.033 -0.110 0.002 0.111 *
RSIZE 0.086 * 0.164 *** 0.165 ** 0.174 *** 0.016 0.080 a 0.155 *** 0.144 ** 0.071 **
NACQ 0.076 0.062 0.171 0.168 ** 0.071 0.036 0.148 * 0.061 -0.039
SLACK 2.220 a 1.255 -0.897 -0.536 0.201 0.245 -0.893 -1.266 0.534
SIZE -0.106 -0.037 -0.121 -0.083 -0.182 a -0.073 -0.102 -0.230 * 0.031
Model Fit
R square 0.118 0.101 0.158 0.179 0.131 0.052 0.131 0.173 0.113
Change R square 0.013 0.001 0.050 ** 0.002 0.000 0.002 0.001 0.003 0.016 a
Total F 2.665 ** 2.242 * 3.751 *** 4.367 *** 3.014 ** 1.094 3.017 ** 4.186 *** 2.553 **
N 190 190 190 190 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Marketing DocumentationLoan ProcessingRiskFinance
Information 
Technology
Human 
Resources Compliance Legal
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Model 1: Base Model
Intercept 0.226 *** 0.647 * 0.034 0.353
Hypotheses
ACAPex (H5a) 0.010 0.049 -0.018 -0.009
ACAPin (H5b) -0.028 0.080 * 0.040 0.025
Controls
PPERF -0.089 * -0.024 0.031 0.035
RELATED 0.087 a 0.175 a 0.066 0.055
RSIZE 0.154 *** 0.139 ** 0.075 * 0.087 ***
NACQ 0.033 * 0.108 0.050 0.028
SLACK -1.406 * 0.760 0.406 -0.281
SIZE -0.009 -0.132 -0.013 -0.050
Model Fit
R square 0.237 0.194 0.031 0.132
Total F 7.024 *** 5.457 *** 1.755 a 3.441 **
Model 1a: Model with Interaction
Intercept 0.217 ** 0.723 * 0.066 0.363
Hypotheses
ACAPex (H5a) 0.010 0.043 -0.020 -0.010
ACAPin (H5b) -0.031 0.097 * 0.047 a 0.027
ACAPex X ACAPin (H5c-H5f) 0.004 -0.028 -0.012 -0.004
Controls
PPERF -0.089 * -0.024 0.031 0.035
RELATED 0.086 a 0.179 a 0.068 0.055
RSIZE 0.154 *** 0.140 ** 0.075 * 0.087 ***
NACQ 0.031 0.119 a 0.054 0.029
SLACK -1.408 * 0.771 0.411 -0.280
SIZE -0.008 -0.137 a -0.016 -0.051
Model Fit
R square 0.237 0.201 0.029 0.133
Change R square 0.000 0.007 0.003 0.001
Total F 6.221 *** 5.041 *** 1.630 3.056 **
N 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
ProcurementFacilities
Branch 
ManagementAudit
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TABLE 17:  IMPACT OF ABSORPTIVE CAPACITY ON THE CHANGE IN EFFECTIVENESS OF TMT CAPABILITIES 
Model 1: Base Model
Intercept 1.432 * 0.233 0.584 1.076 0.055 0.798 1.278 a
Hypotheses
ACAPex (H5a) 0.113 * 0.075 0.043 0.027 0.021 0.098 0.074
ACAPin (H5b) 0.108 * 0.059 0.159 ** 0.169 ** 0.138 ** 0.045 0.067
Controls
PPERF 0.113 0.078 0.012 0.175 -0.024 0.111 -0.079
RELATED -0.034 -0.070 -0.060 -0.347 * -0.209 a 0.051 0.055
RSIZE 0.099 a 0.110 a 0.021 0.093 -0.074 0.075 0.094
NACQ 0.048 0.157 0.127 0.271 * -0.110 0.121 0.037
SLACK 0.679 0.956 0.966 1.588 0.290 1.018 -1.312
SIZE -0.282 ** -0.205 a -0.122 -0.196 ** -0.022 -0.139 -0.162
Model Fit
R square 0.236 0.099 0.154 0.189 0.143 0.050 0.126
Total F 6.995 *** 2.483 * 4.133 *** 5.288 *** 3.772 *** 1.184 3.256 **
Model 1a: Model w ith Interaction
Intercept 1.430 * 0.126 0.533 1.124 0.155 0.813 1.181 a
Hypotheses
ACAPex (H5a) 0.113 * 0.082 0.046 0.023 0.014 0.097 0.081
ACAPin (H5b) 0.107 * 0.035 0.148 * 0.180 ** 0.160 ** 0.048 0.046
ACAPex X ACAPin (H5c-H5f) 0.001 0.040 0.019 -0.018 -0.037 -0.006 0.036
Controls
PPERF 0.113 0.078 0.012 0.175 -0.024 0.111 -0.080
RELATED -0.035 -0.076 -0.063 -0.344 * -0.204 0.052 0.050
RSIZE 0.099 a 0.108 a 0.020 0.094 -0.072 0.076 0.092
NACQ 0.048 0.141 0.119 0.278 ** -0.095 0.124 0.022
SLACK 0.679 0.941 0.959 1.595 0.305 1.020 -1.326
SIZE -0.282 ** -0.198 a -0.119 -0.199 ** -0.029 -0.140 -0.155
Model Fit
R square 0.236 0.107 0.156 0.191 0.150 0.124 0.134
Change R square 0.001 0.008 0.002 0.001 0.007 0.004 0.008
Total F 6.184 *** 2.389 * 3.700 *** 4.713 *** 3.530 *** 1.049 3.088 **
N 190 190 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Facilitating 
resource sharing
Developing 
product/ 
service mix
Formulating 
strategy
Decision 
making
Instilling 
organizational 
climate and 
cohesiveness
Instilling 
direction and 
vision
Sharing best 
practices 
across 
business units
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Model 1: Base Model
Intercept 1.358 * 0.664 -0.075
Hypotheses
ACAPex (H5a) 0.030 0.110 * 0.041
ACAPin (H5b) 0.055 0.052 0.092 a
Controls
PPERF 0.106 -0.036 0.033
RELATED 0.123 0.099 0.014
RSIZE 0.087 a 0.028 -0.110 a
NACQ 0.205 ** 0.008 0.024
SLACK 0.666 -1.362 -0.961
SIZE -0.263 ** -0.114 -0.171 a
Model Fit
R square 0.143 *** 0.169 *** 0.108 **
Total F 3.771 *** 4.600 *** 2.741 **
Model 1a: Model with Interaction
Intercept 1.336 * 0.825 0.097
Hypotheses
ACAPex (H5a) 0.031 0.098 * 0.028
ACAPin (H5b) 0.050 0.088 * 0.130 *
ACAPex X ACAPin (H5c-H5f) 0.008 -0.060 ** -0.064 *
Controls
PPERF 0.106 -0.035 0.034
RELATED 0.121 0.107 0.023
RSIZE 0.087 a 0.031 -0.107 a
NACQ 0.202 ** 0.032 0.050
SLACK 0.663 -1.339 -0.937
SIZE -0.262 ** -0.125 -0.183 a
Model Fit
R square 0.143 0.201 0.133
Change R square 0.000 0.032 ** 0.025 *
Total F 3.347 ** 5.029 *** 3.070 **
N 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Allocating 
resources
Controlling/ 
monitoring/ 
rew arding
Establishing 
organizational 
structure
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TABLE 18:  MODERATING ROLE OF INTERNALLY-ORIENTED ABSORPTIVE CAPACITY ON THE 
RELATIONSHIP BETWEEN EXTERNALLY-ORIENTED ABSORPTIVE CAPACITY AND CHANGE IN CAPABILITY 
EFFECTIVENESS14 
 
 
 
 
 
                                                 
14
 Values that appear in bold are consistent with the hypothesized value. 
Hypothesized Value
Ŷ
95% 
Confidence 
Interval
Ŷ
95% 
Confidence 
Interval
Ŷ
95% 
Confidence 
Interval
Ŷ
95% 
Confidence 
Interval
Revenue Generating Capabilities
Retail Banking 0 0.261 ** 0.79 (0.63; 0.94) -0.10 (-0.26; 0.05) -0.06 (-0.42; 0.30) -0.06 (-0.42; 0.30)
Commercial Banking 0 0.382 ** 0.62 (0.42; 0.82) -0.68 (-0.88; -0.47) -0.50 (-0.91; -0.08) -0.30 (-0.72; 0.12)
Specialty Banking 0 0.482 * 0.70 (0.39; 1.00) -0.95 (-1.26; -0.65) 0.46 (-0.16; 1.09) 0.23 (-0.39; 0.86)
Operating Capabilities
Information Technology -0.222 ** 0 -0.29 (-0.43; -0.15) -0.69 (-0.83; -0.55) -0.34 (-0.61; -0.07) -1.07 (-1.34; -0.80)
TMT Capabilities
Controlling/Monitoring/Rewarding 0.194 ** 0 0.12 (-0.02; 0.25) 0.13 (0.00; 0.26) -0.51 (-0.72; 0.30) 0.15 (-0.06; 0.36)
Establishing Organizational Structure 0 0.137 * -1.06 (-1.2; -0.92) -0.79 (-0.93; -0.65) -1.59 (-1.86; -1.33) -1.14 (-1.41; -0.87)
*p<.05, **p<.01, ***p<.001
a
 p<.10
Ŷ<≠0 Ŷ<≠0
H5f
Low 
Internal
High 
Internal
High Internal, High 
External
High Internal, Low 
External
Low Internal, High 
External
Low Internal, Low 
External
Slope Slope
H5c H5d H5e
Slope: 
Weak, 
Positive
Slope: 
Strong, 
Positive
Ŷ>≠0 Ŷ=0
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TABLE 19:  IMPACT OF CHANGE IN REVENUE-GENERATING CAPABILITY EFFECTIVENESS ON LIKELIHOOD 
OF FUTURE INTERNAL DEVELOPMENT 
b s.e. b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -0.665 1.872 -1.268 2.352 -0.977 3.114 -0.581 2.058 -0.979 1.861 2.534 6.494
Revenue Effectiveness (Hypotheses H7)
Retail 0.466 ** 0.152
Mortgage 0.286 * 0.143
Insurance -0.070 0.196
Private 0.043 0.145
Commercial 0.328 ** 0.123
Corporate 0.182 0.260
Controls
SLACK -0.306 4.634 -3.122 5.415 -5.224 9.918 -2.244 5.397 -1.179 4.553 -17.659 32.730
SIZE -0.029 0.271 0.189 0.336 0.184 0.431 0.054 0.297 0.057 0.272 -0.322 0.681
PAST ID 0.145 ** 0.046 0.090 a 0.048 0.147 * 0.072 0.112 * 0.047 0.144 ** 0.046 0.275 * 0.109
NACQ -0.132 0.260 -0.517 a 0.312 -0.753 a 0.404 -0.393 0.303 -0.132 0.256 -0.448 0.563
Model Fit
Adjusted Nagelkerke pseudo 
R-square 0.153 0.125 0.18 0.091 0.104 0.353
Chi-square for log likelihood 
difference/df 22.936/5 *** 13.434/5 * 12.896/5 * 10.266/5 a 19.938/5 ** 13.175/5 *
-2 Log Likelihood 235.70 174.966 109.573 190.509 238.70 44.11
Overall Correct Classif ication 63.2% 63.8% 65.2% 59.2% 64.7% 77.8%
N 190 138 89 147 190 45
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 6Model 1 Model 2 Model 3 Model 4 Model 5
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b s.e. b s.e. b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -2.324 2.28 -2.537 4.356 -0.683 2.82 5.098 5.637 1.555 3.507 -1.914 3.36 2.87 4.374
Revenue Effectiveness (H7)
Commercial Real Estate 0.360 * 0.148
Merchant Services -0.251 0.256
Treasury 0.267 a 0.159
Payroll and Tax 0.143 0.337
Leasing -0.148 0.291
Wealth Management 0.382 a 0.224
Specialty Services -0.316 0.377
Controls
SLACK -2.224 5.874 7.545 14.355 -1.816 6.386 -18.755 24.074 -10.251 10.496 -2.827 6.903 -18.837 11.773
SIZE 0.284 0.326 0.150 0.590 0.118 0.388 -0.541 0.627 -0.072 0.462 0.249 0.464 -0.023 0.549
PAST ID 0.109 * 0.047 0.285 * 0.120 0.072 0.049 0.111 0.083 0.109 a 0.060 0.124 * 0.060 -0.007 0.061
NACQ -0.388 0.303 -0.428 0.703 -0.732 * 0.358 -0.206 0.572 -0.698 a 0.399 -0.721 a 0.400 -0.925 * 0.461
Model Fit
Adjusted Nagelkerke 
pseudo R-square 0.142 0.268 0.132 0.121 0.168 0.167 0.151
Chi-square for log likelihood 
dif ference/df 16.372/5 ** 10.932/5 a 10.822/5 a 4.749/5 11.428/5 * 11.795/5 * 8.193/5
-2 Log Likelihood 183.80 56.49 131.97 64.25 105.83 109.68 86.08
Overall Correct Classif ication 68.0% 73.5% 59.6% 56.0% 56.5% 61.8% 60.3%
N 147 49 104 50 85 89 68
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 7 Model 8 Model 12 Model 13Model 11Model 10Model 9
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TABLE 20:  IMPACT OF CHANGE IN OPERATING CAPABILITY EFFECTIVENESS ON LIKELIHOOD OF FUTURE 
INTERNAL DEVELOPMENT 
 
b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -0.803 1.872 -1.070 1.901 -0.782 1.823 -1.382 1.879 -1.771 1.923
Operational Effectiveness (H7)
Marketing 0.841 ** 0.280
Human Resources 0.599 * 0.283
Information Technology 0.216 0.179
Finance 0.871 * 0.344
Risk 0.777 ** 0.257
Controls
SLACK -3.219 4.836 -2.119 4.648 -0.890 4.522 -0.612 4.583 -0.823 4.600
SIZE 0.045 0.272 -0.010 0.269 0.049 0.266 0.116 0.274 0.181 0.280
PAST ID 0.141 ** 0.046 0.139 ** 0.046 0.134 ** 0.045 0.136 ** 0.046 0.137 ** 0.045
NACQ -0.165 0.258 -0.126 0.254 -0.165 0.254 -0.240 0.261 -0.169 0.261
Model Fit
Adjusted Nagelkerke pseudo R-
square 0.148 0.116 0.095 0.135 0.153
Chi-square for log likelihood 
difference/df 22.097/5 ** 17.119/5 ** 13.852/5 * 20.077/5 ** 22.972/5 ***
-2 Log Likelihood 236.542 241.52 244.787 238.562 235.667
Overall Correct Classif ication 63.7% 62.1% 62.1% 63.2% 64.2%
N 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 1 Model 2 Model 3 Model 4 Model 5
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b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -0.778 1.827 -1.341 1.886 -1.944 1.932 -0.658 1.848 -0.781 1.826
Operational Effectiveness (H7)
Loan Processing 0.240 0.268
Documentation 0.912 ** 0.306
Compliance 0.929 *** 0.258
Legal 1.112 * 0.444
Audit 0.505 0.436
Controls
SLACK -1.222 4.512 -0.172 4.595 0.316 4.653 -1.712 4.565 -0.537 4.533
SIZE 0.036 0.266 0.084 0.274 0.163 0.280 -0.002 0.270 0.019 0.266
PAST ID 0.129 ** 0.045 0.140 ** 0.047 0.148 ** 0.046 0.147 ** 0.046 0.137 ** 0.046
NACQ -0.134 0.252 -0.222 0.262 -0.139 0.265 -0.073 0.255 -0.149 0.253
Model Fit
Adjusted Nagelkerke pseudo R-
square 0.09 0.15 0.18 0.129 0.094
Chi-square for log likelihood 
difference/df 13.191/5 * 22.505/5 *** 27.372/5 *** 19.157/5 ** 13.724/5
-2 Log Likelihood 245.448 246.259 231.267 239.482 244.915
Overall Correct Classif ication 61.1% 62.6% 64.7% 63.2% 61.6%
N 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 6 Model 7 Model 8 Model 9 Model 10
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b s.e. b s.e. b s.e.
Intercept -1.251 1.872 -0.738 1.839 -0.943 1.834
Operational Effectiveness (H7)
Branch Management 0.631 * 0.251
Facilities 0.692 a 0.417
Procurement 0.778 0.551
Controls
SLACK -1.609 4.600 -1.437 4.569 -0.827 4.533
SIZE 0.108 0.273 0.027 0.268 0.045 0.266
PAST ID 0.132 ** 0.046 0.135 ** 0.046 0.138 ** 0.046
NACQ -0.186 0.257 -0.152 0.254 -0.133 0.252
Model Fit
Adjusted Nagelkerke pseudo R-square 0.129 0.104 0.1
Chi-square for log likelihood difference/df 19.101/5 ** 15.338/5 ** 14.756/5 *
-2 Log Likelihood 239.538 243.30 243.883
Overall Correct Classif ication 63.2% 62.1% 63.2%
N 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 12 Model 13Model 11
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TABLE 21:  IMPACT OF CHANGE IN TMT CAPABILITY EFFECTIVENESS ON LIKELIHOOD OF FUTURE 
INTERNAL DEVELOPMENT 
 
b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -1.376 1.91 -0.164 1.879 -0.949 1.882 -0.86 1.887 -0.76 1.849
TMT Effectiveness (H7)
Developing product/ service mix 0.702 ** 0.212
Formulating strategy 0.588 ** 0.209
Decision making 0.557 ** 0.197
Instilling organizational climate and 0.508 ** 0.179
Instilling direction and vision 0.311 a 0.187
Controls
SLACK -1.474 4.701 -1.843 4.657 -1.475 4.638 -1.342 4.569 -0.945 4.531
SIZE 0.147 0.279 0.028 0.272 0.065 0.275 0.051 0.276 0.039 0.269
PAST ID 0.136 ** 0.046 0.142 ** 0.046 0.144 ** 0.045 0.141 ** 0.046 0.130 ** 0.045
NACQ -0.129 0.264 -0.186 0.264 -0.198 0.268 -0.227 0.264 -0.096 0.259
Model Fit
Adjusted Nagelkerke pseudo R-
square 0.165 0.145 0.142 0.143 0.103
Chi-square for log likelihood 
difference/df 24.849/5 *** 21.736/5 ** 21.269/5 ** 21.284/5 ** 15.201/5 *
-2 Log Likelihood 233.79 236.90 237.37 237.355 243.438
Overall Correct Classif ication 65.3% 62.6% 63.2% 62.6% 67.9%
N 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 1 Model 2 Model 3 Model 4 Model 5
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b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -0.704 1.821 -1.185 1.856 -1.261 1.864 -1.055 1.858 -0.763 1.855
TMT Effectiveness (H7)
Sharing best practices across business 
units
0.111 0.165
Facilitating resource sharing 0.361 a 0.204
Allocating resources 0.494 * 0.242
Controlling/ monitoring/ rew arding 0.33 0.253
Establishing organizational structure 0.406 a 0.215
Controls
SLACK -1.103 4.499 -0.784 4.554 -1.708 4.599 -0.712 4.519 -0.318 4.553
SIZE 0.026 0.265 0.085 0.269 0.128 0.273 0.083 0.272 0.094 0.273
PAST ID 0.131 ** 0.045 0.128 ** 0.046 0.128 ** 0.045 0.121 ** 0.046 0.139 ** 0.045
NACQ -0.135 0.253 -0.146 0.254 -0.214 0.259 -0.141 0.257 -0.141 0.257
Model Fit
Adjusted Nagelkerke pseudo R-square 0.085 0.106 0.113 0.096 0.110
Chi-square for log likelihood difference/df 12.455/5 * 15.577/5 ** 16.748/5 ** 14.145/5 * 16.161/5 **
-2 Log Likelihood 246.19 243.063 241.891 244.495 242.48
Overall Correct Classif ication 63.2% 63.2% 63.2% 63.2% 63.2%
N 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 6 Model 7 Model 8 Model 9 Model 10
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TABLE 22: IMPACT OF CHANGE IN CAPABILITY SCOPE ON LIKELIHOOD OF FUTURE INTERNAL 
DEVELOPMENT (CONTINUOUS MEASURE)15  
 
                                                 
15
 The above table was creating using the continuous measure to for the change in capability scope. 
b s.e. b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -0.786 1.822 -0.658 1.825 -0.727 1.822 -0.705 1.823 -0.999 1.838 -0.826 1.828
Revenue Scope (H8)
Retail 0.128 0.181
Mortgage -0.149 0.198
Insurance -0.114 0.203
Private 0.018 0.205
Commercial 0.302 0.198
Corporate 0.272 0.393
Controls
SLACK -1.624 4.567 -0.610 4.568 -0.589 4.578 -1.107 4.512 -1.803 4.533 -0.889 4.511
SIZE 0.016 0.265 0.045 0.267 0.046 0.268 0.023 0.266 0.017 0.267 -0.007 0.269
PAST ID 0.137 ** 0.046 0.126 ** 0.046 0.127 ** 0.046 0.131 ** 0.045 0.142 ** 0.046 0.136 ** 0.046
NACQ -0.117 0.252 -0.164 0.257 -0.144 0.253 -0.133 0.253 -0.117 0.251 -0.100 0.256
Model Fit
Adjusted Nagelkerke pseudo 
R-square 0.088 0.089 0.087 0.085 0.100 0.088
Chi-square for log likelihood 
difference/df 12.877/5 * 12.978/5 * 12.715/5 * 12.391/5 * 14.733/5 * 12.867/5 *
-2 Log Likelihood 245.762 245.661 245.924 246.248 243.906 245.773
Overall Correct Classif ication 61.6% 63.2% 63.7% 62.1% 61.6% 63.2%
N 190 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 6Model 1 Model 2 Model 3 Model 4 Model 5
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b s.e. b s.e. b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -0.851 1.832 -1.241 1.893 -0.658 1.822 -0.902 1.844 -0.777 1.826 -0.734 1.825 -0.956 1.836
Revenue Scope (H8)
Commercial Real Estate 0.155 0.221
Merchant Services 0.850 0.517
Treasury 0.157 0.188
Payroll and Tax 0.202 0.288
Leasing 0.227 0.189
Wealth Management -0.119 0.181
Specialty Services 0.270 0.206
Controls
SLACK -1.600 4.555 -1.227 4.581 -2.131 4.692 -0.865 4.511 -1.282 4.533 -0.379 4.628 -0.590 4.525
SIZE 0.026 0.265 -0.036 0.270 0.005 0.267 0.018 0.265 -0.005 0.267 0.044 0.267 0.004 0.266
PAST ID 0.135 ** 0.046 0.141 ** 0.046 0.133 ** 0.045 0.134 ** 0.045 0.135 ** 0.046 0.131 ** 0.045 0.135 ** 0.046
NACQ -0.134 0.251 -0.096 0.256 -0.116 0.253 -0.121 0.253 -0.109 0.254 -0.155 0.256 -0.109 0.254
Model Fit
Adjusted Nagelkerke 
pseudo R-square 0.088 0.115 0.089 0.088 0.095 0.088 0.097
Chi-square for log 
likelihood dif ference/df 12.869/5 * 17.015/5 ** 13.080/5 * 12.883/5 * 13.862/5 * 12.824/5 * 14.176/5 *
-2 Log Likelihood 245.77 241.624 245.559 245.756 244.77 245.815 244.463
Overall Correct Classif ication 61.1% 63.7% 63.2% 62.6% 63.2% 63.7% 63.7%
N 190 190 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 13Model 7 Model 8 Model 9 Model 10 Model 11 Model 12
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TABLE 23:  IMPACT OF CHANGE IN CAPABILITY SCOPE ON LIKELIHOOD OF FUTURE INTERNAL 
DEVELOPMENT (DICHOTOMOUS MEASURE)16  
 
 
 
                                                 
16
 The above table was creating using the dichotomous measure to for the change in capability scope. 
b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -1.607 2.185 0.527 2.081 -0.867 1.976 -1.346 2.01 0.162 2.103
Revenue Scope (H8)
Mortgage 1 0.486 0.718
Mortgage 2 -0.198 0.751
Insurance 1 -0.162 0.583
Insurance 2 0.670 0.586
Private 1 2.271 * 1.110
Private 2 -2.363 * 1.145
Commercial Real Estate 1 -0.452 1.459
Commercial Real Estate 2 0.733 1.450
Merchant Services 1 2.241 * 1.133
Merchant Services 2 -2.504 * 1.107
Controls
SLACK -0.492 4.565 -0.801 4.533 -0.315 4.525 -0.962 4.535 -0.820 4.692
SIZE 0.141 0.310 -0.222 0.330 0.032 0.286 0.113 0.290 -0.107 0.298
PAST ID 0.133 ** 0.045 0.156 ** 0.049 0.138 ** 0.046 0.133 ** 0.045 0.152 ** 0.048
NACQ -0.148 0.254 -0.103 0.255 -0.178 0.261 -0.148 0.255 -0.075 0.262
Model Fit
Adjusted Nagelkerke pseudo R-
square 0.090 0.099 0.127 0.089 0.135
Chi-square for log likelihood 
difference/df 13.133/6 * 14.487/6 * 18.845/6 ** 13.038/6 * 20.104/6 **
-2 Log Likelihood 245.51 244.15 239.79 245.6 238.54
Overall Correct Classif ication 62.6% 64.2% 63.7% 63.7% 65.3%
N 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 1 Model 2 Model 3 Model 4 Model 5
 
TABLE 23 (CONT): IMPACT OF CHANGE IN CAPABILITY SCOPE ON LIKELIHOOD OF FUTURE INTERNAL 
DEVELOPMENT (DICHOTOMOUS MEASURE) 
Note: The above table was creating using the dichotomous measure to for the change in capability scope. 
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b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -0.381 2.254 0.130 2.258 0.594 2.582 -1.354 2.512 -0.048 2.394
Revenue Scope (H8)
Treasury 1 0.602 2.254
Treasury 2 -0.735 0.583
Payroll and Tax 1 0.537 0.857
Payroll and Tax 2 -0.862 0.794
Leasing 1 0.746 0.601
Leasing 2 -1.145 * 0.565
Wealth Management 1 -0.087 0.709
Wealth Management 2 0.247 0.691
Specialty Services 1 0.591 0.671
Specialty Services 2 -0.801 0.620
Controls
SLACK -1.521 4.579 -0.344 4.553 -0.679 4.572 -0.748 4.565 -0.589 4.540
SIZE -0.017 0.316 -0.089 0.314 -0.171 0.367 0.112 0.348 -0.072 0.326
PAST ID 0.135 ** 0.045 0.142 ** 0.047 0.153 ** 0.047 0.128 ** 0.046 0.137 ** 0.047
NACQ -0.123 0.255 -0.102 0.256 -0.096 0.259 -0.148 0.255 -0.120 0.255
Model Fit
Adjusted Nagelkerke pseudo R-
square 0.095 0.095 0.113 0.086 0.096
Chi-square for log likelihood 
difference/df 13.986/6 * 13.942/6 * 16.638/6 * 12.595/6 * 14.078/6 *
-2 Log Likelihood 244.653 244.697 242.001 246.044 244.561
Overall Correct Classif ication 63.7% 63.2% 64.7% 63.7% 63.2%
N 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 7 Model 8 Model 9 Model 10Model 6
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TABLE 24:  IMPACT OF CHANGE IN CAPABILITY EFFECTIVENESS ON LIKELIHOOD OF FUTURE ACQUISITION 
 
b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -6.481 ** 2.185 -7.717 ** 2.329 -5.724 * 2.602 -11.485 ** 3.74 -10.15 *** 2.716
Revenue Effectiveness (H9)
Retail 0.064 0.148 -0.019 0.153
Retail^ 2 0.291 *** 0.081
Mortgage -0.089 0.139
Insurance 0.033 0.197
Private 0.060 0.163
Controls
SLACK 0.302 4.937 -0.693 5.392 -3.093 5.904 2.169 8.879 -0.441 6.482
SIZE 0.865 ** 0.328 1.014 ** 0.343 0.826 * 0.377 1.6069 ** 0.523 1.407 *** 0.393
PAST ACQ 0.017 0.031 0.023 0.032 0.009 0.031 -0.0141 0.035 0.009 0.032
NACQ -0.111 0.255 -0.271 0.272 -0.169 0.29 -0.2877 0.35 -0.235 0.308
Model Fit
Adjusted Nagelkerke pseudo R-
square 0.122 0.221 0.105 0.203 0.229
Chi-square for log likelihood 
difference/df 17.491/5 ** 15.332/1 *** 11.119/5 * 14.520/5 * 26.268/5 ***
-2 Log Likelihood 223.9 208.6 171.7 106.32 158
Overall Correct Classif ication 68.9% 72.6% 68.1% 64.0%
N 190 190 190 89 147
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 1 Model 1a Model 2 Model 3 Model 4
 
TABLE 24 (CONT):  IMPACT OF CHANGE IN REVENUE CAPABILITY EFFECTIVENESS ON LIKELIHOOD OF 
FUTURE ACQUISITION 
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b s.e. b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -6.584 ** 2.186 -6.400 ** 2.213 -9.667 6.174 -8.045 ** 2.61 -10.759 a 5.731 -7.056 5.945
Revenue Effectiveness (H9)
Commercial 0.032 a 0.124 0.042 0.121
Commercial^2 0.143 * 0.070
Corporate 0.098 0.236
Commercial Real Estate 0.159 0.151
Merchant Services 0.588 a 0.296 1.251 * 0.568
Merchant Services^2 -0.618 * 0.278
Controls
SLACK 0.013 4.908 -0.709 4.927 -3.779 26.79 0.273 5.961 -26.759 20.588 -35.450 24.308
SIZE 0.891 ** 0.326 0.826 * 0.332 1.405 * 0.672 1.093 ** 0.380 2.1162 * 0.8687 1.740 * 0.8422
PAST ACQ 0.014 0.030 0.023 0.031 0.015 0.060 0.018 0.032 -0.2019 * 0.100 -0.184 a 0.0987
NACQ -0.11 0.255 -0.086 0.256 -0.182 0.436 -0.294 0.293 -0.4258 0.6618 -0.0533 0.7526
Model Fit
Adjusted Nagelkerke pseudo 
R-square 0.121 0.15 0.262 0.15 0.376 0.492
Chi-square for log likelihood 
difference/df 17.371/5 ** 4.262/1 * 9.839/5 a 16.890/5 ** 169.1/5 ** 6.261/1 *
-2 Log Likelihood 224 219.8 52.52 172.9 50.825 44.564
Overall Correct Classif ication 67.9% 67.4% 71.1% 68.0% 75.5% 83.7%
N 190 190 45 147 49 49
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 8aModel 5 Model 5a Model 6 Model 7 Model 8
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b s.e. b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -8.014 * 3.207 -9.183 ** 3.401 -6.882 5.879 -7.585 * 3.626 -7.047 * 3.579 -8.794 a 4.667
Revenue Effectiveness (H9)
Treasury 0.008 0.160 -0.166 0.199
Treasury^2 -0.368 * 0.142
Payroll and Tax -0.211 0.331
Leasing 0.027 0.281
Wealth Management -0.176 0.215
Specialty Services 0.266 0.354
Controls
SLACK -4.562 7.636 -2.889 7.376 -14.78 25.34 -1.555 8.944 -5.189 7.98 -0.689 9.758
SIZE 1.221 ** 0.447 1.455 ** 0.486 1.318 a 0.728 1.120 * 0.494 1.075 * 0.494 1.334 * 0.660
PAST ACQ -0.008 0.033 7E-04 0.035 -0.046 0.051 -0.016 0.034 -0.007 0.034 -0.049 0.045
NACQ -0.393 0.333 -0.539 0.361 -0.833 0.560 -0.277 0.344 -0.211 0.350 -0.568 0.462
Model Fit
Adjusted Nagelkerke pseudo 
R-square 0.159 0.254 0.154 0.101 0.137 0.09
Chi-square for log likelihood 
difference/df 13.055/5 * 8.713/1 ** 6.141/5 6.706/5 9.570/5 a 4.764/5
-2 Log Likelihood 128 119.3 63.17 110.6 111.3 89.27
Overall Correct Classif ication 64.4% 72.1% 62.0% 57.6% 65.2% 61.8%
N 104 104 25 85 89 68
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 13Model 9 Model 9a Model 10 Model 11 Model 12
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TABLE 25:  IMPACT OF CHANGE IN OPERATING CAPABILITY EFFECTIVENESS ON LIKELIHOOD OF FUTURE 
ACQUISITION 
 
b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -6.585 ** 2.183 -6.551 ** 2.180 -6.545 ** 2.178 -6.113 ** 2.185 -6.501 ** 2.183
Operational Effectiveness (H9)
Marketing -0.221 0.306
Human Resources -0.042 0.292
Information Technology
-0.023 0.198 -0.077 0.256
Information Technology^2 -0.757 a 0.397
Finance -0.062 0.319
Controls
SLACK 0.613 4.951 0.118 4.936 0.018 4.915 0.421 4.970 0.029 4.911
SIZE 0.890 ** 0.325 0.886 ** 0.325 0.884 ** 0.325 0.894 ** 0.326 0.879 ** 0.326
PAST ACQ 0.012 0.030 0.014 0.030 0.014 0.031 0.011 0.031 0.014 0.030
NACQ -0.109 0.258 -0.112 0.256 -0.109 0.256 -0.070 0.262 -0.106 0.258
Model Fit
Adjusted Nagelkerke pseudo R-
square 0.125 0.121 0.121 0.158 0.121
Chi-square for log likelihood 
difference/df 17.842/5 ** 17.324/5 ** 17.316/5 ** 5.676/1 * 17.341/5 **
-2 Log Likelihood 223.6 224.1 224.1 218.4 224.1
Overall Correct Classif ication 68.9% 67.9% 67.9% 67.9% 67.9%
N 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 1 Model 2 Model 3 Model 3a Model 4
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b s.e. b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -6.620 ** 2.205 -6.540 ** 2.255 -6.586 ** 2.189 -6.478 ** 2.172 -6.531 ** 2.211 -7.029 ** 2.278
Operational Effectiveness (H9)
Risk 0.065 0.243 0.334 0.364
Risk^2 -0.504 * 0.242
Loan Processing 0.068 0.284
Documentation -0.436 0.351
Compliance
-0.002 0.244 0.599 0.416
Compliance^2 -0.793 * 0.311
Controls
SLACK 0.048 4.914 -0.336 4.921 -0.008 4.921 -0.328 4.911 0.042 4.917 0.113 4.938
SIZE 0.896 ** 0.329 0.917 ** 0.337 0.891 ** 0.327 0.893 ** 0.325 0.883 ** 0.329 0.991 ** 0.342
PAST ACQ 0.015 0.030 0.005 0.031 0.014 0.031 0.009 0.031 0.014 0.030 0.002 0.031
NACQ -0.113 0.255 -0.003 0.269 -0.109 0.255 -0.077 0.259 -0.112 0.256 0.017 0.277
Model Fit
Adjusted Nagelkerke pseudo R-
square 0.121 0.162 0.121 0.132 0.121 0.185
Chi-square for log likelihood 
difference/df 17.374/5 ** 6.132/1 ** 17.361/5 ** 19.008/5 ** 17.030/5 ** 9.838/1 **
-2 Log Likelihood 224 217.9 224.1 222.4 224.1 214.3
Overall Correct Classif ication 68.4% 70.5% 68.4% 68.4% 67.9% 71.6%
N 190 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 8aModel 5 Model 5a Model 6 Model 7 Model 8
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b s.e. b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -6.532 ** 2.177 -6.528 ** 2.177 -6.568 ** 2.190 -7.351 ** 2.282 -6.546 ** 8.996 -6.490 ** 2.181
Operational Effectiveness (H9)
Legal -0.049 0.455
Audit -0.042 0.469
Branch Management 0.037 0.259 1.041 * 0.504
Branch Management^2
-0.908 ** 0.331
Facilities -0.238 0.465
Procurement -0.153 0.590
Controls
SLACK 0.089 4.933 0.004 4.932 0.004 4.923 -0.268 4.940 0.209 4.914 0.028 4.911
SIZE 0.883 ** 0.325 0.884 ** 0.325 0.889 ** 0.327 1.052 ** 0.343 0.886 ** 0.325 0.879 ** 0.325
PAST ACQ 0.014 0.030 0.014 0.030 0.014 0.030 0.003 0.031 0.014 0.030 0.014 0.030
NACQ -0.113 0.256 -0.111 0.256 -0.114 0.255 -0.130 0.267 -0.109 0.257 -0.111 0.256
Model Fit
Adjusted Nagelkerke 
pseudo R-square 0.121 0.121 0.121 0.188 0.123 0.121
Chi-square for log likelihood 
difference/df 17.314/5 ** 17.311/5 ** 17.323/5 ** 10.328/1 ** 17.577/5 ** 17.372/5 **
-2 Log Likelihood 224.1 224.1 224.1 213.8 223.8 224
Overall Correct Classif ication 67.9% 67.9% 67.9% 71.6% 68.4% 68.4%
N 190 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 13Model 9 Model 10 Model 11 Model 11a Model 12
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TABLE 26:  IMPACT OF CHANGE IN TMT CAPABILITY EFFECTIVENESS ON LIKELIHOOD OF FUTURE 
ACQUISITION 
 
b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -6.679 ** 2.197 -6.750 ** 2.207 -6.527 ** 2.174 -6.431 ** 2.182 -6.277 ** 2.225
TMT Effectiveness (H9)
Developing product/ service mix 0.133 0.204
Formulating strategy -0.128 0.208
Decision making -0.058 0.194
Instilling organizational climate and cohesiveness -0.336 a 0.188 -0.294 0.238
Instilling organizational climate and cohesiveness^2 -0.285 * 0.144
Controls
SLACK -0.021 4.929 0.183 4.912 0.084 4.914 0.485 4.952 0.717 4.946
SIZE 0.909 ** 0.329 0.899 ** 0.326 0.882 ** 0.324 0.856 ** 0.324 0.857 ** 0.330
PAST ACQ 0.014 0.030 0.012 0.031 0.014 0.030 0.017 0.031 0.011 0.031
NACQ -0.105 0.255 -0.107 0.256 -0.109 0.256 -0.083 0.262 -0.023 0.269
Model Fit
Adjusted Nagelkerke pseudo R-square 0.124 0.124 0.122 0.144 0.176
Chi-square for log likelihood difference/df 17.724/5 ** 17.692/5 ** 17.391/5 ** 20.733/5 ** 5.011/1 *
-2 Log Likelihood 223.687 223.72 224.02 220.68 215.7
Overall Correct Classif ication 69.5% 69.5% 68.4% 68.4% 71.1%
N 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 1 Model 2 Model 3 Model 4 Model 4a
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b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -6.448 ** 2.167 -6.104 ** 2.190 -6.794 ** 2.235 -7.170 ** 2.289 -6.644 ** 2.186
TMT Effectiveness (H9)
Instilling direction and vision
-0.329 0.212 -0.762 0.394
Instilling direction and vision^2
-0.554 * 0.275
Sharing best practices across business units 0.350 * 0.154 0.214 0.149
Sharing best practices across business units^2 0.212 ** 0.075
Facilitating resource sharing 0.182 0.217
Controls
SLACK -0.187 4.968 -0.347 4.962 -0.524 5.050 -1.310 5.316 0.340 4.939
SIZE 0.862 ** 0.324 0.841 * 0.327 0.917 ** 0.334 0.942 ** 0.340 0.885 ** 0.325
PAST ACQ 0.018 0.030 0.015 0.031 0.017 0.031 0.018 0.032 0.019 0.031
NACQ -0.165 0.260 -0.128 0.262 -0.130 0.259 -0.065 0.263 -0.109 0.254
Model Fit
Adjusted Nagelkerke pseudo R-square 0.138 0.179 0.157 0.207 0.126
Chi-square for log likelihood difference/df 19.808/5 ** 6.452/1 ** 22.715/5 *** 7.857/1 ** 18.004/5 **
-2 Log Likelihood 221.6 215.15 218.7 210.84 223.41
Overall Correct Classif ication 67.9% 71.1% 70.5% 71.1% 68.4%
N 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 5 Model 5a Model 6 Model 6a Model 7
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b s.e. b s.e. b s.e.
Intercept -6.780 ** 2.196 -6.683 ** 2.194 -6.628 ** 2.198
TMT Effectiveness (H9)
Allocating resources 0.153 0.249
Controlling/ monitoring/ rew arding 0.157 0.265
Establishing organizational structure 0.228 0.216
Controls
SLACK -0.133 4.946 0.323 4.930 0.561 4.919
SIZE 0.915 ** 0.329 0.904 ** 0.327 0.931 ** 0.332
PAST ACQ 0.014 0.030 0.014 0.030 0.016 0.030
NACQ -0.130 0.256 -0.113 0.257 -0.123 0.258
Model Fit
Adjusted Nagelkerke pseudo R-square 0.123 0.123 0.128
Chi-square for log likelihood difference/df 17.675/5 ** 17.653/5 ** 18.416/5
-2 Log Likelihood 223.735 223.758 222.995
Overall Correct Classif ication 68.9% 69.5% 70.0%
N 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 9 Model 10Model 8
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TABLE 27:  IMPACT OF CHANGE IN CAPABILITY SCOPE ON LIKELIHOOD OF FUTURE ACQUISITION 
(CONTINUOUS MEASURE)17  
 
                                                 
17
 The table above was created using the continuous measure to assess the change in capability scope. 
b s.e. b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -6.346 ** 2.196 -6.488 ** 2.179 -6.538 ** 2.178 -6.127 ** 2.216 -6.037 ** 2.218 -6.444 ** 2.196
Revenue Scope (H10)
Retail -0.349 0.226
Mortgage -0.211 0.225
Insurance -0.011 0.198
Private -0.296 0.235
Commercial -0.661 * 0.328
Corporate -0.126 0.412
Controls
SLACK 1.913 5.110 0.989 5.041 0.111 5.047 0.844 5.013 2.098 5.191 0.024 4.911
SIZE 0.900 ** 0.325 0.905 ** 0.325 0.885 ** 0.326 0.860 ** 0.327 0.902 ** 0.326 0.891 ** 0.326
PAST ACQ 0.012 0.030 0.013 0.030 0.014 0.030 0.022 0.031 0.010 0.030 0.015 0.030
NACQ -0.145 0.263 -0.144 0.258 -0.112 0.256 -0.110 0.259 -0.142 0.268 -0.126 0.260
Model Fit
Adjusted Nagelkerke pseudo 
R-square 0.139 0.127 0.121 0.132 0.159 0.122
Chi-square for log likelihood 
difference/df 19.959/5 ** 18.270/5 ** 17.306/5 ** 19.010/5 ** 23.106/5 *** 17.398/5 **
-2 Log Likelihood 221.5 223.1 224.1 222.4 218.3 224
Overall Correct Classif ication 70.0% 68.9% 67.9% 70.0% 70.5% 68.4%
N 190 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 6Model 1 Model 2 Model 3 Model 4 Model 5
 
TABLE 27 (CONT):  IMPACT OF CHANGE IN CAPABILITY SCOPE ON LIKELIHOOD OF FUTURE ACQUISITION 
(CONTINUOUS MEASURE) 
Note: The table above was created using the continuous measure to assess the change in capability scope. 
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b s.e. b s.e. b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -5.847 ** 2.245 -6.390 ** 2.197 -6.561 ** 2.181 -6.454 ** 2.204 -0.470 ** 0.296 -6.546 ** 2.179 -6.691 ** 2.188
Revenue Scope (H10)
Commercial Real 
Estate -0.775 * 0.396
Merchant Services -0.197 0.375
Treasury -0.083 0.217
Payroll and Tax -0.073 ** 0.319
Leasing -0.470 0.296
Wealth Management -0.023 0.183
Specialty Services 0.187 0.200
Controls
SLACK 2.528 5.255 0.138 4.909 0.652 5.159 -0.011 4.918 0.354 4.932 0.202 5.062 0.422 4.938
SIZE 0.879 ** 0.326 0.893 ** 0.326 0.893 ** 0.326 0.884 ** 0.325 0.970 ** 0.332 0.887 0.327 0.863 ** 0.325
PAST ACQ 0.010 0.030 0.015 0.030 0.014 0.030 0.014 0.030 0.010 0.031 0.014 0.030 0.016 0.030
NACQ -0.112 0.268 -0.122 0.257 -0.119 0.256 -0.116 0.256 -0.166 0.260 -0.116 0.258 -0.093 0.256
Model Fit
Adjusted Nagelkerke 
pseudo R-square 0.16 0.123 0.122 0.121 0.144 0.121 0.127
Chi-square for log 
likelihood difference/df 23.235/5 *** 17.605/5 ** 17.454/5 ** 17.357/5 ** 20.813/5 ** 17.319/5 ** 18.156/5 **
-2 Log Likelihood 218.2 223.8 224 224.1 220.6 224.1 223.26
Overall Correct 
Classif ication 69.5% 68.9% 67.9% 67.4% 69.5% 67.9% 68.4%
N 190 190 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 12 Model 13Model 7 Model 8 Model 9 Model 10 Model 11
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TABLE 28:  IMPACT OF CHANGE IN CAPABILITY SCOPE ON LIKELIHOOD OF FUTURE ACQUISITION 
(DICHOTOMOUS MEASURE)18  
 
                                                 
18
 The table above was created using the dichotomous measure to assess the change in capability scope. 
b s.e. b s.e. b s.e. b s.e. b s.e.
Intercept -6.312 ** 2.292 -7.012 ** 2.377 -7.679 ** 2.306 -7.238 ** 2.282 -6.520 2.354
Revenue Scope (H10)
Mortgage 1 1.084 1.095
Mortgage 2 -1.114 1.127
Insurance 1 0.257 0.683
Insurance 2 -0.461 0.674
Private 1 -0.091 0.916
Private 2 -1.157 0.941
Merchant Services 1 -0.099 0.935
Merchant Services 2 -0.366 0.883
Treasury 1 -0.178 0.635
Treasury 2 0.207 0.632
Controls
SLACK -0.452 4.959 0.202 4.900 0.024 5.072 -0.417 4.954 -0.072 4.954
SIZE 0.869 ** 0.360 0.974 ** 0.368 1.201 ** 0.358 1.020 ** 0.350 0.878 ** 0.365
PAST ACQ 0.012 0.030 0.012 0.031 0.020 0.031 0.012 0.031 0.015 0.031
NACQ -0.107 0.258 -0.113 0.256 -0.135 0.257 -0.140 0.256 -0.111 0.256
Model Fit
Adjusted Nagelkerke pseudo R-
square 0.13 0.125 0.171 0.13 0.122
Chi-square for log likelihood 
difference/df 18.617/6 ** 17.893/6 ** 24.961/6 *** 18.581/6 ** 17.411/6 **
-2 Log Likelihood 222.8 223.5 216.4 222.8 224
Overall Correct Classif ication 69.5% 67.9% 66.8% 71.6% 67.9%
N 190 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 1 Model 2 Model 3 Model 4 Model 5
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b s.e. b s.e. b s.e. b s.e.
Intercept -6.244 ** 2.348 -6.247 * 2.480 -7.033 ** 2.473 -6.764 ** 2.439
Revenue Scope (H10)
Payroll and Tax 1 1.052 1.163
Payroll and Tax 2 -0.970 1.120
Leasing 1 1.356 0.830
Leasing 2 -1.354 a 0.793
Wealth Management 1 -0.056 0.711
Wealth Management 2 -0.149 0.693
Specialty Services 1 -0.135 0.663
Specialty Services 2 0.045 0.635
Controls
SLACK -0.238 4.929 -0.041 4.928 0.553 5.056 0.105 4.927
SIZE 0.846 * 0.362 0.854 *. 0.388 0.964 * 0.377 0.922 * 0.378
PAST ACQ 0.014 0.030 0.011 0.031 0.018 0.031 0.015 0.031
NACQ -0.112 0.259 -0.116 0.261 -0.122 0.257 -0.116 0.257
Model Fit
Adjusted Nagelkerke pseudo R-square 0.128 0.148 0.122 0.121
Chi-square for log likelihood 
difference/df 18.292/6 ** 21.368/6 ** 17.501/6 ** 17.360/6 **
-2 Log Likelihood 223.1 220 223.9 224.1
Overall Correct Classif ication 68.9% 68.4% 67.9% 68.9%
N 190 190 190 190
*p<.05, **p<.01, ***p<.001
a
 p<.10
Model 7 Model 8 Model 9Model 6
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TABLE 29:  IMPACT OF CHANGE IN REVENUE-GENERATING CAPABILITY EFFECTIVENESS ON CHANGE IN 
ROA 
 
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0025 *** 0.0003 -0.0043 ** 0.0014 0.7526 *** -0.0022 *** 0.0004 -0.0037 * 0.0017 0.7730 ***
Revenue Effectiveness (Hypotheses)
Retail 0.0005 a 0.0003 0.0017 0.0012 0.9790
Mortgage 0.0001 0.0003 0.0028 * 0.0013 0.9648 *
Controls
SLACK -0.0160 a 0.0088 0.0256 0.0363 0.9749 a -0.0199 * 0.0098 0.0138 0.0467 0.9661
RELATED -0.0004 0.0007 0.0056 * 0.0028 0.9729 a -0.0009 0.0008 0.0050 0.0036 0.9685
PPERF 0.0005 0.0005 0.0046 * 0.0022 0.9751 a 0.0011 a 0.0006 0.0059 * 0.0028 0.9554 a
Model Fit
R square 0.075 * 0.077 * 0.126 * 0.075 * 0.077 * 0.146 **
F test 2.711 2.774 4.447 2.711 2.774 5.874
df F(4, 185) F(4, 185) F(2, 184) F(4, 133) F(4, 133) F(2, 132)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0017 *** 0.0004 -0.0043 * 0.0021 0.8517 ** -0.0020 *** 0.0003 -0.0043 ** 0.0016 0.7954 ***
Revenue Effectiveness (Hypotheses)
Insurance -0.0001 0.0003 0.0003 0.0017 0.9971
Private 0.0004 0.0003 0.0011 0.0013 0.9864
Controls
SLACK -0.0361 * 0.0158 0.0362 0.0757 0.9275 * -0.0175 a 0.0096 0.0317 0.0434 0.9687
RELATED -0.0003 0.0009 0.0058 0.0044 0.9748 -0.0010 0.0007 0.0046 0.0033 0.9680 a
PPERF 0.0007 0.0007 0.0062 a 0.0033 0.9557 0.0008 0.0006 0.0060 * 0.0026 0.9591 a
Model Fit
R square 0.091 a 0.067 0.168 * 0.056 a 0.062 a 0.164 *
F test 2.128 1.508 3.127 2.366 2.132 3.495
df F(4, 85) F(4,85) F(2, 84) F(4, 143) F(4, 143) F(2, 142)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 1 MODEL 2
ROA T1 ROA T2 ModelROA T1 ROA T2 Model
MODEL 3 MODEL 4
ModelROA T1 ROA T2 Model ROA T1 ROA T2
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0023 *** 0.0003 -0.0038 ** 0.0013 0.7664 *** -0.0024 ** 0.0007 -0.0046 0.0046 0.7828 **
Revenue Effectiveness (H11)
Commercial -0.0005 * 0.0002 0.0021 * 0.0010 0.9322 **
Corporate -0.0003 0.0004 0.0016 0.0022 0.9552
Controls
SLACK -0.0164 a 0.0088 0.0176 0.0360 0.9751 a -0.0942 ** 0.0313 0.0075 0.1969 0.7845 **
RELATED -0.0006 0.0007 0.0050 a 0.0027 0.9698 a -0.0005 0.0014 0.0061 0.0085 0.9749
PPERF 0.0005 0.0005 0.0044 * 0.0021 0.9775 0.0009 0.0010 0.0049 0.0061 0.9738
Model Fit
R square 0.058 * 0.066 * 0.135 ** 0.262 * 0.050 0.178 *
F test 2.850 3.264 5.639 3.640 0.054 4.950
df F(4, 185) F(4, 185) F(2, 184) F(4,41) F(4,41) F(2,40)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0023 *** 0.0003 -0.0033 0.0017 0.7579 -0.0008 0.0009 -0.0075 0.0039 0.9216
Revenue Effectiveness (H11)
Commercial Real Estate -0.0003 0.0003 -0.0014 0.0013 0.9856
Merchant Services -0.0001 0.0005 0.0029 0.0024 0.9604
Controls
SLACK -0.0304 ** 0.0094 0.0256 0.0475 0.9175 ** 0.0115 0.0438 0.2165 0.1945 0.9724
RELATED -0.0004 0.0007 0.0026 0.0036 0.9922 -0.0025 0.0016 0.0135 0.0072 0.8379 *
PPERF 0.0009 0.0005 0.0041 0.0027 0.9719 0.0026 * 0.0012 0.0125 * 0.0054 0.8505 *
Model Fit
R square 0.113 0.040 0.179 0.139 0.227 * 0.256 *
F test 4.516 1.464 2.152 1.771 3.226 3.388
df F(4,142) F(4,142) F(2,141) F(4,44) F(4,44) F(2,43)
*p<.05, **p<.01, ***p<.001
a
 p<.10
ROA T2 Model
MODEL 5
ROA T1 ROA T2 Model
MODEL 6
ROA T1 ROA T2 Model
MODEL 8
ROA T1 ROA T2 Model
MODEL 7
ROA T1
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0019 *** 0.0004 -0.0036 * 0.0017 0.8203 *** -0.0007 0.0010 -0.0095 * 0.0041 0.8960 a
Revenue Effectiveness (H11)
Treasury 0.0003 0.0003 0.0004 0.0013 0.9895
Payroll 0.0000 0.0008 0.0003 0.0030 0.9998
Controls
SLACK -0.0295 * 0.0113 0.0499 0.0487 0.9074 ** -0.0004 0.0430 0.2590 0.1738 0.9510
RELATED -0.0006 0.0009 0.0073 0.0037 0.9484 a -0.0008 0.0015 0.0119 a 0.0062 0.9071
PPERF 0.0005 0.0007 0.0057 0.0029 0.9629 0.0008 0.0011 0.0155 ** 0.0046 0.8050 **
Model Fit
R square 0.096 * 0.086 a 0.175 * 0.020 0.263 ** 0.220 **
F test 2.661 2.365 4.126 0.229 4.109 5.644
df F(4,100) F(4,100) F(2,99) F(4, 46) F(4, 46) F(2, 45)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0013 * 0.0006 -0.0012 0.0031 0.9526 -0.0020 *** 0.0005 -0.0045 * 0.0021 0.8110 ***
Revenue Effectiveness (H11)
Leasing -0.0007 0.0005 -0.0026 0.0026 0.9753
Wealth 0.0009 * 0.0004 0.0009 0.0018 0.9458 a
Controls
SLACK -0.0366 * 0.0157 0.0240 0.0766 0.9278 * -0.0384 ** 0.0114 0.0330 0.0530 0.8632 **
RELATED 0.0001 0.0009 0.0081 0.0045 0.9609 -0.0007 0.0009 0.0067 0.0042 0.9571
PPERF 0.0011 0.0007 0.0058 0.0033 0.9464 0.0011 0.0007 0.0049 0.0031 0.9532
Model Fit
R square 0.128 * 0.087 0.120 * 0.200 *** 0.068 0.211 **
F test 2.961 1.938 3.352 5.325 1.556 6.149
df F(4, 81) F(4, 81) F(2, 80) F(4,85) F(4,85) F(2,84)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 9
ROA T1 ROA T2 Model
MODEL 10
ROA T1 ROA T2 Model
MODEL 12
ROA T1 ROA T2 Model
MODEL 11
ROA T1 ROA T2 Model
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b s.e. b s.e. Wilks λ
Intercept -0.0016 ** 0.0006 -0.0060 * 0.0029 0.8718 *
Revenue Effectiveness (H11)
Specialty 0.0000 0.0007 0.0011 0.0031 0.9978
Controls
SLACK -0.0241 0.0186 0.0048 0.0887 0.9721
RELATED -0.0013 0.0011 0.0095 0.0054 0.9163 a
PPERF 0.0008 0.0008 0.0057 0.0039 0.9627
Model Fit
R square 0.080 0.104 0.146 a
F test 1.400 1.856 2.514
df F(4, 64) F(4, 64) F(2,63)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 13
ROA T1 ROA T2 Model
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TABLE 30:  IMPACT OF CHANGE IN OPERATING CAPABILITY EFFECTIVENESS ON CHANGE IN ROA 
 
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0021 *** 0.0003 -0.0036 * 0.0014 0.8206 *** -0.0022 *** 0.0003 -0.0035 ** 0.0013 0.7946 ***
Operational Effectiveness (H11)
Marketing -0.0015 ** 0.0006 -0.0006 0.0023 0.9621 *
Human Resources -0.0012 * 0.0006 -0.0010 0.0023 0.9767
Controls
SLACK -0.0144 0.0088 0.0222 0.0367 0.9793 -0.0153 a 0.0088 0.0227 0.0366 0.9772
RELATED -0.0006 0.0007 0.0048 a 0.0028 0.9736 a -0.0006 0.0007 0.0048 a 0.0028 0.9742 a
PPERF 0.0005 0.0005 0.0044 * 0.0022 0.9777 0.0006 0.0005 0.0045 * 0.0022 0.9760
Model Fit
R square 0.069 ** 0.027 a 0.076 * 0.056 * 0.044 a 0.066 *
F test 3.433 2.096 3.930 2.746 2.128 3.222
df F(4, 185) F(4, 185) F(2, 184) F(4, 185) F(4, 185) F(2, 184)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0027 *** 0.0003 -0.0039 ** 0.0014 0.7446 *** -0.0023 *** 0.0003 -0.0036 ** 0.0013 0.7752 ***
Operational Effectiveness (H11)
Information Technology -0.0009 * 0.0004 -0.0005 0.0015 0.9675 *
Finance -0.0007 0.0006 -0.0011 0.0024 0.9933
Controls
SLACK -0.0175 * 0.0087 0.0209 0.0364 0.9716 a -0.0175 * 0.0089 0.0206 0.0364 0.9725 a
RELATED -0.0005 0.0007 0.0049 a 0.0028 0.9752 a -0.0006 0.0007 0.0049 a 0.0028 0.9744 a
PPERF 0.0005 0.0005 0.0044 * 0.0022 0.9778 0.0005 0.0005 0.0044 * 0.0022 0.9783
Model Fit
R square 0.065 * 0.044 a 0.081 * 0.040 0.044 a 0.050
F test 3.191 2.112 3.882 1.928 2.136 2.214
df F(4, 185) F(4, 185) F(2, 184) F(4, 185) F(4, 185) F(2, 184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 1 MODEL 2
MODEL 3 MODEL 4
ROA T1 ROA T2 Model ROA T1 ROA T2 Model
ROA T1 ROA T2 Model ROA T1 ROA T2 Model
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0024 *** 0.0003 -0.0037 ** 0.0013 0.7647 *** -0.0022 *** 0.0003 -0.0031 * 0.0013 0.7942 ***
Operational Effectiveness (H11)
Risk -0.0004 0.0005 0.0013 0.0019 0.9895
Loan Processing -0.0011 * 0.0005 -0.0042 a 0.0023 0.9690 a
Controls
SLACK -0.0169 a 0.0089 0.0200 0.0364 0.9742 a -0.0163 a 0.0088 0.0245 0.0361 0.9742 a
RELATED -0.0006 0.0007 0.0049 a 0.0028 0.9731 a -0.0006 0.0007 0.0048 a 0.0028 0.9742 a
PPERF 0.0005 0.0005 0.0045 * 0.0022 0.9767 0.0006 0.0005 0.0048 * 0.0022 0.9723 a
Model Fit
R square 0.038 0.046 a 0.079 a 0.054 * 0.060 * 0.079 *
F test 1.849 2.211 2.532 2.655 2.973 3.220
df F(4, 185) F(4, 185) F(2, 184) F(4, 185) F(4, 185) F(2, 184)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0022 *** 0.0003 -0.0038 ** 0.0014 0.8068 *** -0.0023 *** 0.0003 -0.0037 ** 0.0013 0.7776 ***
Operational Effectiveness (H11)
Documentation -0.0010 a 0.0006 0.0004 0.0024 0.9824
Compliance -0.0004 0.0005 0.0002 0.0019 0.9949
Controls
SLACK -0.0178 * 0.0088 0.0213 0.0364 0.9711 a -0.0175 a 0.0089 0.0212 0.0364 0.9724 a
RELATED -0.0007 0.0007 0.0048 a 0.0028 0.9720 a -0.0006 0.0007 0.0048 a 0.0028 0.9742 a
PPERF 0.0005 0.0005 0.0044 * 0.0022 0.9775 0.0005 0.0005 0.0044 * 0.0022 0.9774
Model Fit
R square 0.048 a 0.043 a 0.067 a 0.038 0.043 a 0.056 a
F test 2.355 2.087 2.764 1.824 2.082 2.346
df F(4, 185) F(4, 185) F(2, 184) F(4, 185) F(4, 185) F(2, 184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
ModelROA T1 ROA T2 ROA T1 ROA T2 Model
MODEL 7 MODEL 8
ROA T1 ROA T2 Model ROA T1 ROA T2 Model
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0025 *** 0.0003 -0.0037 ** 0.0014 0.7640 *** -0.0024 *** 0.0003 -0.0037 ** 0.0014 0.7726
Operational Effectiveness (H11)
Legal 0.0010 0.0009 0.0003 0.0037 0.9926
Audit 0.0006 a 0.0009 0.0001 0.0038 0.9976
Controls
SLACK -0.0179 * 0.0089 0.0209 0.0365 0.9715 a -0.0164 0.0089 0.0212 0.0367 0.9755
RELATED -0.0007 0.0007 0.0048 a 0.0028 0.9723 a -0.0007 0.0007 0.0048 a 0.0028 0.9732 a
PPERF 0.0006 0.0005 0.0044 * 0.0022 0.9769 0.0005 0.0005 0.0044 * 0.0022 0.9773
Model Fit
R square 0.041 0.041 a 0.053 a 0.036 0.043 a 0.052
F test 1.954 2.081 2.334 1.723 2.080 2.330
df F(4, 185) F(4, 185) F(2, 184) F(4, 185) F(4, 185) F(2, 184)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0024 *** 0.0003 -0.0037 ** 0.0013 0.7697 *** -0.0025 *** 0.0003 -0.0038 ** 0.0013 0.7518 ***
Operational Effectiveness (H11)
Branch Management 0.0001 0.0005 -0.0002 0.0021 0.9997
Facilities 0.0015 a 0.0008 0.0012 0.0035 0.9825
Controls
SLACK -0.0173 a 0.0089 0.0212 0.0364 0.9730 a -0.0173 a 0.0088 0.0210 0.0364 0.9725 a
RELATED -0.0006 0.0007 0.0049 a 0.0028 0.9739 a -0.0007 0.0007 0.0047 a 0.0028 0.9723 a
PPERF 0.0005 0.0005 0.0044 * 0.0022 0.9776 0.0005 0.0005 0.0044 * 0.0022 0.9774
Model Fit
R square 0.034 0.043 a 0.054 0.050 * 0.044 a 0.055 *
F test 1.621 2.082 2.330 2.457 2.110 3.059
df F(4, 185) F(4, 185) F(2, 184) F(4, 185) F(4, 185) F(2, 184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 11
ROA T2
MODEL 9 MODEL 10
ModelROA T1 ROA T1 ROA T2 Model
ROA T1 ROA T2 Model ROA T1 ROA T2 Model
MODEL 12
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b s.e. b s.e. Wilks λ
Intercept -0.0024 *** 0.0003 -0.0043 ** 0.0013 0.7684 ***
Operational Effectiveness (H11)
Procurement 0.0006 0.0011 0.0071 0.0044 0.9861
Controls
SLACK -0.0173 a 0.0089 0.0207 0.0361 0.9732 a
RELATED -0.0006 0.0007 0.0043 0.0028 0.9769
PPERF 0.0005 0.0005 0.0043 * 0.0022 0.9783
Model Fit
R square 0.035 0.056 * 0.063 a
F test 1.687 2.758 2.937
df F(4, 185) F(4, 185) F(2, 184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 13
ModelROA T1 ROA T2
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TABLE 31:  IMPACT OF CHANGE IN TMT CAPABILITY EFFECTIVENESS ON CHANGE IN ROA 
 
 
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0026 *** 0.0003 -0.0037 ** 0.0013 0.7344 *** -0.0027 ** 0.0004 -0.0029 0.0018 0.8372 ***
TMT Effectiveness (H11)
Developing product/ service mix -0.0012 ** 0.0004 0.0000 0.0016 0.9456 **
Formulating strategy -0.0003 0.0004 0.0009 0.0015 0.9915
Controls
SLACK -0.0154 0.0087 0.0211 0.0365 0.9767 -0.0168 a 0.0089 0.0199 0.0364 0.9745
RELATED -0.0007 0.0007 0.0048 a 0.0028 0.9722 a -0.0006 0.0007 0.0049 a 0.0028 0.9731 a
PPERF 0.0005 0.0005 0.0044 * 0.0022 0.9771 0.0005 0.0005 0.0044 * 0.0022 0.9774 a
Model Fit
R square 0.082 ** 0.043 a 0.079 * 0.038 0.045 a 0.042
F test 4.145 2.079 4.720 1.826 2.170 2.381 a
df F (4, 185) F (4, 185) F (2, 184) F (4, 185) F (4, 185) F (2, 184)
Model
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0024 *** 0.0003 -0.0037 ** 0.0013 0.7647 *** -0.0024 *** 0.0003 -0.0038 ** 0.0013 0.7658
***
TMT Effectiveness (H11)
Decision making -0.0001 0.0004 0.0007 0.0015 0.9980
Instilling organizational climate and 
cohesiveness
-0.0002 0.0003 0.0020 0.0014 0.9831
Controls
SLACK -0.0172 a 0.0089 0.0205 0.0364 0.9735 a -0.0170 a 0.0089 0.0182 0.0362 0.9746
RELATED -0.0006 0.0007 0.0049 a 0.0028 0.9734 a -0.0007 0.0007 0.0055 a 0.0028 0.9670 a
PPERF 0.0005 0.0005 0.0045 * 0.0022 0.9770 0.0005 0.0005 0.0043 * 0.0022 0.9781 *
Model Fit
R square 0.034 0.044 a 0.037 a 0.035 0.054 * 0.061
F test 1.625 2.142 2.700 1.694 2.643 3.102 *
df F (4, 185) F (4, 185) F (2, 184) F (4, 185) F (4, 185) F (2, 184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 2
ROA T1 ROA T2 Model
MODEL 3
ROA T1 ROA T2 Model
MODEL 1
ROA T1 ROA T2 Model
ROA T1 ROA T2
MODEL 4
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0023 *** 0.0003 -0.0035 * 0.0013 0.7874 *** -0.0024 *** 0.0003 -0.0042 ** 0.0013 0.7606 ***
TMT Effectiveness (H11)
Instilling direction and vision 0.0004 0.0004 0.0010 0.0016 0.9947
Sharing best practices across 0.0002 0.0003 0.0024 * 0.0012 0.9763
Controls
SLACK -0.0175 a 0.0089 0.0204 0.0364 0.9727 a -0.0175 a 0.0089 0.0186 0.0360 0.9734 a
RELATED -0.0005 0.0007 0.0051 a 0.0028 0.9746 a -0.0006 0.0007 0.0047 a 0.0028 0.9745 a
PPERF 0.0005 0.0005 0.0045 * 0.0022 0.9767 0.0005 0.0005 0.0042 a 0.0022 0.9787
Model Fit
R square 0.038 0.045 a 0.035 a 0.037 0.065 * 0.082 *
F test 1.833 2.177 2.652 1.772 3.239 3.508
df F (4, 185) F (4, 185) F (2, 184) F (4, 185) F (4, 185) F (2, 184)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0022 *** 0.0003 -0.0038 ** 0.0014 0.7989 *** -0.0024 *** 0.0003 -0.0037 ** 0.0013 0.7648 ***
TMT Effectiveness (H11)
Facilitating resource sharing -0.0008 a 0.0004 0.0007 0.0017 0.9778
Allocating resources -0.0001 0.0005 0.0026 0.0020 0.9889
Controls
SLACK -0.0176 * 0.0088 0.0214 0.0364 0.9714 a -0.0171 a 0.0089 0.0178 0.0363 0.9745 a
RELATED -0.0006 0.0007 0.0048 a 0.0028 0.9749 a -0.0006 0.0007 0.0044 0.0028 0.9772
PPERF 0.0004 0.0005 0.0045 * 0.0022 0.9774 0.0005 0.0005 0.0044 * 0.0022 0.9771
Model Fit
R square 0.051 * 0.044 a 0.074 * 0.034 0.052 0.069 a
F test 2.121 2.121 3.148 1.622 2.533 2.729
df F (4, 185) F (4, 185) F (2, 184) F (4, 185) F (4, 185) F (2, 184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
ROA T1 ROA T2 Model ROA T1 ROA T2 Model
ROA T1 ROA T2 Model
MODEL 5 MODEL 6
MODEL 7
Model
MODEL 8
ROA T1 ROA T2
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0024 *** 0.0003 -0.0037 ** 0.0013 0.7697 *** -0.0015 * 0.0006 -0.0037 0.0025 0.9648 *
TMT Effectiveness (H11)
Controlling/ monitoring/ rew arding 0.0001 0.0005 -0.0002 0.0021 0.9997
Establishing organizational structure 0.0007 a 0.0004 0.0000 0.0017 0.9811
Controls
SLACK -0.0171 a 0.0089 0.0207 0.0365 0.9737 a -0.0166 a 0.0088 0.0211 0.0364 0.9743 a
RELATED -0.0006 0.0007 0.0048 a 0.0028 0.9739 a -0.0006 0.0007 0.0048 a 0.0028 0.9743 a
PPERF 0.0005 0.0005 0.0044 * 0.0022 0.9776 0.0005 0.0005 0.0044 * 0.0022 0.9770
Model Fit
R square 0.034 0.043 a 0.053 0.051 * 0.043 a 0.060 *
F test 1.618 2.083 2.210 2.465 2.079 3.085
df F (4, 185) F (4, 185) F (2, 184) F (4, 185) F (4, 185) F (2, 184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
ROA T1 ROA T2
MODEL 10MODEL 9
Model ROA T1 ROA T2 Model
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TABLE 32:  IMPACT OF CHANGE IN REVENUE-GENERATING CAPABILITY EFFECTIVENESS ON CHANGE IN 
MARKET SHARE
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0011 *** 0.0002 0.0012 *** 0.0002 0.8097 *** 0.0014 *** 0.0002 0.0016 *** 0.0002 0.7388 ***
Revenue Effectiveness (H11)
Retail 0.0001 0.0001 0.0020 * 0.0002 0.9531 *
Mortgage -0.0002 0.0002 0.0026 * 0.0002 0.9451 *
Controls
SLACK -0.0131 ** 0.0046 -0.0100 * 0.0049 0.9169 *** -0.0177 ** 0.0061 -0.0141 * 0.0065 0.8900
RELATED 0.0000 0.0004 -0.0001 0.0004 0.9869 -0.0001 0.0005 -0.0003 0.0005 0.9824 *
PPERF 0.0007 * 0.0003 0.0008 ** 0.0003 0.9592 *  0.0004 0.0007 a 0.0004 0.9784 *
Model Fit
R square 0.088 ** 0.080 ** 0.151 *** 0.101 ** 0.071 * 0.170 ***
F test 4.514 4.017 9.801 3.762 2.543 8.627
df F(4, 186) F(4, 186) F(2, 185) F(4, 134) F(4, 134) F(2, 133)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0018 *** 0.0003 0.0022 *** 0.0003 0.6592 *** 0.0013 *** 0.0002 0.0015 *** 0.0002 0.7807 ***
Revenue Effectiveness (H11)
Insurance -0.0006 a 0.0003 -0.0006 a 0.0003 0.9410 a
Private -0.0001 0.0002 0.0000 0.0002 0.9764
Controls
SLACK -0.0290 * 0.0118 -0.0261 * 0.0123 0.9187 * -0.0172 ** 0.0060 -0.0139 * 0.0065 0.9018 ***
RELATED 0.0002 0.0007 0.0000 * 0.0007 0.9905 -0.0002 0.0005 -0.0004 0.0005 0.9866
PPERF 0.0004 0.0005 0.0004 0.0005 0.9903 0.0007 a 0.0004 0.0008 * 0.0004 0.9651 a
Model Fit
R square 0.144 ** 0.134 * 0.200 *** 0.093 ** 0.073 * 0.123 **
F test 3.582 3.274 10.298 3.655 2.821 6.551
df F(4, 85) F(4,85) F(2, 84) F(4, 143) F(4, 143) F(2, 142)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MS T1 MS T2
MODEL 1 MODEL 2
MODEL 3 MODEL 4
MS T1 MS T2 Model MS T1 MS T2 Model
Model MS T1 MS T2 Model
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7661 *** 0.0023 ** 0.0008 0.0025 ** 0.0008 0.7984 *
Revenue Effectiveness (H11)
Commercial -0.0003 * 0.0001 0.0002 * 0.0001 0.9489 **
Corporate -0.0004 0.0004 -0.0005 0.0004 0.9593
Controls
SLACK -0.0128 ** 0.0045 -0.0101 * 0.0049 0.9233 *** -0.0707 * 0.0332 -0.0765 * 0.0339 0.8868 a
RELATED 0.0000 0.0004 -0.0002 0.0004 0.9779 -0.0012 0.0014 -0.0010 * 0.0015 0.9723
PPERF 0.0007 ** 0.0003 0.0008 ** 0.0003 0.9608 * 0.0010 0.0010 0.0010 0.0010 0.9789
Model Fit
R square 0.113 *** 0.086 ** 0.132 *** 0.199 0.208 * 0.175 *
F test 4.389 4.390 7.922 2.552 2.693 3.522
df F(4, 186) F(4, 186) F(2, 185) F(4,41) F(4,41) F(2,40)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0014 *** 0.0002 0.0016 *** 0.0002 0.7353 *** 0.0020 ** 0.0006 0.0022 ** 0.0007 0.7879 **
Revenue Effectiveness (H11)
Commercial Real Estate -0.0002 0.0002 -0.0002 0.0002 0.9889
Merchant Services 0.0004 0.0004 0.0004 0.0004 0.9775
Controls
SLACK -0.0173 ** 0.0061 -0.0134 * 0.0065 0.8928 *** -0.0602 * 0.0254 -0.0625 * 0.0260 0.8860 a
RELATED -0.0002 0.0005 -0.0005 0.0005 0.9678 a -0.0006 0.0013 -0.0003 a 0.0013 0.9614 a
PPERF 0.0007 a 0.0004 0.0007 a 0.0004 0.9745 0.0005 0.0009 0.0007 0.0009 0.9770
Model Fit
R square 0.099 ** 0.081 * 0.163 ** 0.154 0.156 0.212
F test 3.950 3.145 5.980 2.048 2.075 a
df F(4,143) F(4,143) F(2,144) F(4,45) F(4,45) F(2,44)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 7 MODEL 8
MS T1
MODEL 6MODEL 5
ModelMS T2 Model MS T1 MS T2
MS T2MS T1 Model MS T1 MS T2 Model
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0017 *** 0.0003 0.0020 *** 0.0003 0.7010 *** 0.0024 ** 0.0008 0.0026 ** 0.0008 0.8112 **
Revenue Effectiveness (H11)
Treasury -0.0002 0.0002 -0.0002 a 0.0002 0.9882
Payroll -0.0005 0.0006 -0.0005 0.0006 0.9792
Controls
SLACK -0.0210 * 0.0082 -0.0181 0.0086 0.9113 * -0.0856 * 0.0324 -0.0848 * 0.0334 0.8669 *
RELATED -0.0003 * 0.0006 -0.0005 0.0007 0.9836 0.0000 0.0012 0.0002 0.0012 0.9752
PPERF 0.0004 0.0005 0.0005 0.0005 0.9914 -0.0008 0.0009 -0.0007 0.0009 0.9796
Model Fit
R square 0.091 * 0.074 0.145 0.157 a 0.143 0.198 a
F test 2.496 2.001 2.150 1.923 2.505
df F(4,100) F(4,100) F(2,99) F(4, 46) F(4, 46) F(2, 45)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0019 *** 0.0005 0.0023 *** 0.0005 0.8034 *** 0.0020 *** 0.0004 0.0022 *** 0.0004 0.6985 ***
Revenue Effectiveness (H11)
Leasing -0.0001 0.0004 -0.0001 0.0004 0.9975
Wealth 0.0000 0.0003 0.0000 0.0003 0.9958
Controls
SLACK -0.0314 * 0.0124 -0.0288 * 0.0130 0.9121 * -0.0223 * 0.0089 -0.0190 * 0.0094 0.9007 *
RELATED 0.0000 0.0007 0.0000 0.0008 0.9991 -0.0001 0.0007 -0.0003 0.0007 0.9873
PPERF 0.0006 0.0005 0.0007 0.0006 0.9821 0.0006 0.0005 0.0006 0.0005 0.9852
Model Fit
R square 0.107 a 0.091 a 0.153 * 0.101 a 0.076 0.135 a
F test 2.418 2.037 3.133 2.391 1.754 2.478
df F(4, 81) F(4, 81) F(2, 80) F(4,85) F(4,85) F(2,84)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 9
MODEL 11
MODEL 10
MS T1 MS T2 Model MS T1 MS T2
MS T2MS T1
Model
MODEL 12
Model MS T1 MS T2 Model
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b s.e. b s.e. Wilks λ
Intercept 0.0026 *** 0.0005 0.0029 *** 0.0005 0.6417 ***
Revenue Effectiveness (H11)
Specialty -0.0011 a 0.0005 -0.0012 a 0.0005 0.9325
Controls
SLACK -0.0388 * 0.0150 -0.0407 * 0.0155 0.9029 *
RELATED 0.0001 0.0009 0.0001 0.0009 0.9999
PPERF 0.0000 0.0007 -0.0001 0.0007 0.9965
Model Fit
R square 0.150 * 0.148 * 0.198 *
F test 2.787 2.833 4.165
df F(4, 64) F(4, 64) F(2,63)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 13
ModelMS T2MS T1
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0012 *** 0.0002 0.0014 *** 0.0002 0.7692 *** 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7822 ***
Operational Effectiveness (H11)
Marketing -0.0004 0.0003 -0.0004 0.0003 0.9899
Human Resources -0.0001 0.0003 0.0000 0.0003 0.9952
Controls
SLACK -0.0123 ** 0.0046 -0.0094 a 0.0049 0.9286 ** -0.0132 ** 0.0046 -0.0105 * 0.0049 0.9251 ***
RELATED 0.0000 0.0004 -0.0002 0.0004 0.9771 0.0000 0.0004 -0.0002 0.0004 0.9768
PPERF 0.0007 * 0.0003 0.0008 ** 0.0003 0.9612 * 0.0007 * 0.0003 0.0008 ** 0.0003 0.9620 *
Model Fit
R square 0.096 *** 0.081 ** 0.102 ** 0.087 ** 0.071 ** 0.100 **
F test 4.945 4.072 5.813 4.439 3.579 5.607
df F(4, 186) F(4, 186) F(2, 185) F(4, 186) F(4, 186) F(2, 185)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0010 *** 0.0002 0.0013 *** 0.0002 0.8028 *** 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7688 ***
Operational Effectiveness (H11)
Information Technology -0.0001 0.0002 -0.0001 0.0002 0.9888
Finance -0.0004 0.0003 -0.0003 0.0003 0.9872
Controls
SLACK -0.0134 ** 0.0046 -0.0105 * 0.0049 0.9201 ** -0.0134 ** 0.0046 -0.0106 * 0.0049 0.9195 ***
RELATED 0.0000 0.0004 -0.0002 0.0004 0.9757 a 0.0000 0.0004 -0.0002 0.0004 0.9760 a
PPERF 0.0007 * 0.0003 0.0008 ** 0.0003 0.9618 * 0.0007 * 0.0003 0.0008 ** 0.0003 0.9629 *
Model Fit
R square 0.089 ** 0.070 ** 0.097 ** 0.094 ** 0.076 ** 0.113 **
F test 4.550 3.608 5.576 4.815 3.799 5.987
df F(4, 186) F(4, 186) F(2, 185) F(4, 186) F(4, 186) F(2, 185)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 1 MODEL 2
MODEL 3 MODEL 4
ROA T1 ROA T2 Model ROA T1 ROA T2 Model
ROA T1 ROA T2 Model ROA T1 ROA T2 Model
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7673 *** 0.0011 *** 0.0002 0.0014 *** 0.0002 0.7489 ***
Operational Effectiveness (H11)
Risk -0.0003 0.0002 -0.0004 0.0003 0.9889
Loan Processing -0.0003 0.0003 -0.0005 a 0.0003 0.9517 *
Controls
SLACK -0.0130 ** 0.0046 -0.0102 * 0.0049 0.9232 *** -0.0131 ** 0.0046 -0.0101 * 0.0049 0.9193 ***
RELATED 0.0000 0.0004 -0.0002 0.0004 0.9771 0.0000 0.0004 -0.0002 0.0004 0.9754 a
PPERF 0.0007 * 0.0003 0.0008 ** 0.0003 0.9639 * 0.0007 ** 0.0003 0.0008 ** 0.0003 0.9558 *
Model Fit
R square 0.097 *** 0.081 ** 0.112 ** 0.092 ** 0.085 ** 0.111 **
F test 4.997 4.100 5.926 4.691 4.330 5.822
df F(4, 186) F(4, 186) F(2, 185) F(4, 186) F(4, 186) F(2, 185)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0012 *** 0.0002 0.0013 *** 0.0002 0.7742 *** 0.0012 *** 0.0002 0.0014 *** 0.0002 0.7569 ***
Operational Effectiveness (H11)
Documentation -0.0003 0.0003 -0.0003 0.0003 0.9935
Compliance -0.0005 * 0.0002 -0.0005 0.0003 0.9760
Controls
SLACK -0.0135 ** 0.0046 -0.0107 * 0.0049 0.9204 *** -0.0134 ** 0.0045 -0.0106 * 0.0048 0.9201 ***
RELATED 0.0000 0.0004 -0.0002 0.0004 0.9773 0.0000 0.0004 -0.0002 0.0004 0.9770
PPERF 0.0007 * 0.0003 0.0008 ** 0.0003 0.9621 * 0.0007 ** 0.0003 0.0008 ** 0.0003 0.9597 *
Model Fit
R square 0.093 ** 0.077 ** 0.110 ** 0.109 *** 0.091 ** 0.132 **
F test 4.754 3.860 5.743 5.665 4.655 6.242
df F(4, 186) F(4, 186) F(2, 185) F(4, 186) F(4, 186) F(2, 185)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 6
Model
MODEL 5
ROA T1 ROA T2 ROA T1 ROA T2 Model
MODEL 7 MODEL 8
ROA T1 ROA T2 Model ROA T1 ROA T2 Model
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7795 *** 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7885 ***
Operational Effectiveness (H11)
Legal -0.0003 0.0005 -0.0003 0.0005 0.9972
Audit 0.0001 0.0005 0.0001 0.0005 0.9999
Controls
SLACK -0.0131 ** 0.0046 -0.0103 * 0.0049 0.9234 *** -0.0132 ** 0.0046 -0.0104 * 0.0049 0.9238 ***
RELATED 0.0000 0.0004 -0.0002 0.0004 0.9766 0.0000 0.0004 -0.0002 0.0004 0.9778
PPERF 0.0007 * 0.0003 0.0008 ** 0.0003 0.9634 * 0.0007 * 0.0003 0.0008 ** 0.0003 0.9618 *
Model Fit
R square 0.089 ** 0.073 ** 0.099 ** 0.087 ** 0.072 ** 0.095 *
F test 4.539 3.656 6.242 4.431 3.583 4.517
df F(4, 186) F(4, 186) F(2, 185) F(4, 186) F(4, 186) F(2, 185)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7602 *** 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7684 ***
Operational Effectiveness (H11)
Branch Management -0.0003 0.0003 -0.0004 0.0003 0.9877
Facilities -0.0003 0.0004 -0.0004 0.0005 0.9946
Controls
SLACK -0.0130 ** 0.0046 -0.0101 * 0.0049 0.9228 *** -0.0132 ** 0.0046 -0.0103 * 0.0049 0.9219 ***
RELATED 0.0000 0.0004 -0.0001 0.0004 0.9795 0.0000 0.0004 -0.0002 0.0004 0.9790
PPERF 0.0007 * 0.0003 0.0008 ** 0.0003 0.9643 * 0.0007 * 0.0003 0.0008 ** 0.0003 0.9609 *
Model Fit
R square 0.095 *** 0.082 ** 0.121 ** 0.089 ** 0.074 ** 0.097 **
F test 4.891 4.152 5.239 4.523 3.742 5.009
df F(4, 186) F(4, 186) F(2, 185) F(4, 186) F(4, 186) F(2, 185)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 11
ROA T2
MODEL 9 MODEL 10
ModelROA T1 ROA T1 ROA T2 Model
ROA T1 ROA T2 Model ROA T1 ROA T2 Model
MODEL 12
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b s.e. b s.e. Wilks λ
Intercept 0.0012 *** 0.0002 0.0014 *** 0.0002 0.7680 ***
Operational Effectiveness (H11)
Procurement -0.0009 0.0006 -0.0008 0.0006 0.9846
Controls
SLACK -0.0133 ** 0.0045 -0.0105 * 0.0049 0.9209 ***
RELATED 0.0000 0.0004 -0.0002 0.0004 0.9756 a
PPERF 0.0007 ** 0.0003 0.0008 ** 0.0003 0.9603 *
Model Fit
R square 0.099 *** 0.080 ** 0.120 **
F test 5.089 4.054 5.322
df F(4, 186) F(4, 186) F(2, 185)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 13
ModelROA T1 ROA T2
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0010 *** 0.0002 0.0012 *** 0.0002 0.7847 *** 0.0009 *** 0.0002 0.0012 *** 0.0002 0.8818 ***
TMT Effectiveness (H11)
Developing product/ service mix -0.0003 a 0.0002 -0.0003 0.0002 0.9776
Formulating strategy
-0.0002 0.0002 -0.0002 0.0002 0.9937
Controls
SLACK -0.0128 ** 0.0045 -0.0101 * 0.0049 0.9252 *** -0.0131 ** 0.0046 -0.0103 * 0.0049 0.9236 ***
RELATED -0.0003 0.0036 -0.0002 0.0038 0.9776 -0.0029 0.0036 -0.0002 0.0008 0.9775
PPERF 0.0007 * 0.0003 0.0008 ** 0.0003 0.9610 * 0.0007 * 0.0003 0.0008 ** 0.0003 0.9615 *
Model Fit
R square 0.101 *** 0.080 ** 0.144 ** 0.091 ** 0.074 ** 0.125 **
F test 5.212 4.066 5.787 4.649 3.720 5.022
df F (4, 186) F (4, 186) F (2, 185) F (4, 186) F (4, 186) F (2, 185)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7697 *** 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7676 ***
TMT Effectiveness (Hypotheses)
Decision making -0.0001 0.0002 0.0000 0.0002 0.9936
Instilling organizational climate and 
cohesiveness
-0.0002 0.0002 -0.0002 0.0002 0.9882
Controls
SLACK -0.0133 ** 0.0046 -0.0105 * 0.0049 0.9227 *** -0.0130 ** 0.0046 -0.0102 * 0.0049 0.9241 ***
RELATED -0.0023 0.0036 -0.0022 0.0038 0.9681 * -0.0010 0.0036 -0.0029 0.0039 0.9699 *
PPERF 0.0007 * 0.0003 0.0008 ** 0.0003 0.9616 * 0.0007 ** 0.0003 0.0008 ** 0.0003 0.9606 *
Model Fit
R square 0.087 ** 0.071 ** 0.130 ** 0.095 *** 0.077 ** 0.133 **
F test 4.451 3.579 4.862 4.890 3.892 5.161
df F (4, 186) F (4, 186) F (2, 185) F (4, 186) F (4, 186) F (2, 185)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 1 MODEL 2
MODEL 3 MODEL 4
MS T1 MS T2 Model MS T1 MS T2 Model
MS T1 MS T2 Model MS T1 MS T2 Model
 
 
TABLE 34 (CONT) 
IMPACT OF CHANGE IN TMT CAPABILITY EFFECTIVENESS ON CHANGE IN MARKET SHARE 
293 
 
 
 
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0011 *** 0.0002 0.0012 *** 0.0002 0.7932 *** 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7733 ***
TMT Effectiveness (H11)
Instilling direction and vision -0.0001 0.0002 -0.0002 0.0002 0.9920
Sharing best practices across 
business units -0.0001 0.0001 -0.0001 0.0002 0.9979
Controls
SLACK -0.0133 ** 0.0046 -0.0104 * 0.0049 0.9217 *** -0.0132 ** 0.0046 -0.0104 * 0.0049 0.9225 ***
RELATED -0.0049 a 0.0036 -0.0027 0.0039 0.9739 a -0.0015 0.0036 -0.0022 0.0004 0.9769
PPERF 0.0007 * 0.0003 0.0008 ** 0.0003 0.9627 * 0.0007 * 0.0003 0.0008 ** 0.0003 0.9613 *
Model Fit
R square 0.089 ** 0.075 ** 0.107 ** 0.088 ** 0.072 ** 0.092 **
F test 4.518 3.764 5.560 4.491 3.615 4.905
df F (4, 186) F (4, 186) F (2, 185) F (4, 186) F (4, 186) F (2, 185)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7712 *** 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7578 ***
TMT Effectiveness (H11)
Facilitating resource sharing -0.0002 0.0002 -0.0002 0.0002 0.9933
Allocating resources
-0.0009 *** 0.0002 -0.0009 0.0003 0.9336 *
Controls
SLACK -0.0135 ** 0.0046 -0.0107 * 0.0049 0.9202 *** -0.0122 ** 0.0044 -0.0094 * 0.0047 0.9258 *
RELATED 0.0000 0.0036 -0.0021 0.0038 0.9770 0.0011 0.0035 -0.0086 * 0.0037 0.9567 *
PPERF 0.0007 * 0.0003 0.0008 * 0.0003 0.9644 * 0.0007 ** 0.0003 0.0008 ** 0.0003 0.9600 *
Model Fit
R square 0.092 ** 0.076 ** 0.125 ** 0.147 *** 0.129 *** 0.166 ***
F test 4.754 3.847 5.031 8.045 6.860 8.403
df F (4, 186) F (4, 186) F (2, 185) F (4, 186) F (4, 186) F (2, 185)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 5 MODEL 6
ModelMS T1 MS T2 MS T1 MS T2 Model
MODEL 7 MODEL 8
MS T1 MS T2 Model MS T1 MS T2 Model
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0011 *** 0.0002 0.0013 *** 0.0002 0.7786 *** 0.0011 *** 0.0003 0.0013 *** 0.0003 0.9227 ***
TMT Effectiveness (H11)
Controlling/ monitoring/ rew arding -0.0004 0.0003 -0.0003 0.0003 0.9786
Establishing organizational structure 0.0000 0.0002 0.0000 0.0002 1.0000
Controls
SLACK -0.0139 ** 0.0046 -0.0109 * 0.0049 0.9150 *** -0.0133 ** 0.0046 -0.0105 * 0.0049 0.9220 ***
RELATED 0.0001 0.0036 -0.0019 0.0038 0.9755 -0.0182 * 0.0036 -0.0022 0.0038 0.9671 *
PPERF 0.0007 * 0.0003 0.0008 ** 0.0003 0.9632 * 0.0007 * 0.0003 0.0008 ** 0.0003 0.9617 *
Model Fit
R square 0.099 *** 0.079 0.112 ** 0.087 ** 0.071 ** 0.090 **
F test 5.118 3.985 ** 5.237 4.427 3.579 4.763
df F (4, 186) F (4, 186) F (2, 185) F (4, 186) F (4, 186) F (2, 185)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MS T1 MS T2
MODEL 9 MODEL 10
Model MS T1 MS T2 Model
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TABLE 35:  IMPACT OF CHANGE IN REVENUE-GENERATING CAPABILITY SCOPE ON CHANGE IN ROA 
(CONTINUOUS MEASURE) 19 
 
 
                                                 
19
 The above analysis was conducted using the continuous measure for the change in the scope of capabilities. 
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0010 0.0006 -0.0046 0.0025 0.9748 a -0.0014 * 0.0006 -0.0039 0.0024 0.9647 *
Revenue Scope (H12)
Retail -0.0010 a 0.0004 0.0006 0.0015 0.9559 *
Mortgage -0.0008 a 0.0004 0.0001 0.0015 0.9744 a
Controls
SLACK -0.0112 0.0090 0.0171 0.0376 0.9880 -0.0137 0.0089 0.0205 0.0370 0.9819
RELATED -0.0006 0.0007 0.0048 0.0028 0.9739 a -0.0005 0.0007 0.0048 0.0028 0.9754
PPERF 0.0006 0.0005 0.0044 * 0.0022 0.9770 0.0005 0.0005 0.0044 * 0.0022 0.9773
Model Fit
R square 0.069 ** 0.044 a 0.112 ** 0.056 * 0.043 a 0.103 *
F test 3.436 2.123 5.635 2.746 2.081 3.222
df F(4, 185) F(4, 185) F(2, 184) F(4, 185) F(4, 185) F(2, 184)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0024 *** 0.0006 -0.0063 ** 0.0024 0.9041 *** -0.0023 *** 0.0007 -0.0047 0.0027 0.9329 **
Revenue Scope (H12)
Insurance 0.0000 0.0004 0.0022 0.0016 0.9895
Private 0.0000 0.0004 0.0008 0.0018 0.9988
Controls
SLACK -0.0172 a 0.0091 0.0093 0.0372 0.9777 -0.0171 0.0089 0.0196 0.0366 0.9741 a
RELATED -0.0006 0.0007 0.0046 0.0028 0.9755 -0.0006 0.0007 0.0047 0.0028 0.9752 a
PPERF 0.0005 0.0005 0.0040 0.0022 0.9811 0.0005 0.0005 0.0042 0.0022 0.9795
Model Fit
R square 0.034 0.052 * 0.114 * 0.034 0.044 0.098
F test 1.612 2.556 3.146 1.615 2.126 1.843
df F(4, 185) F(4, 185) F(2,184) F(4, 185) F(4, 185) F(2,184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
ROA T1 ROA T2 Model ROA T1 ROA T2 Model
MODEL 1 MODEL 2
MODEL 3 MODEL 4
ROA T1 ROA T2 Model ROA T1 ROA T2 Model
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0008 0.0006 -0.0045 0.0025 0.9793 -0.0026 ** 0.0009 -0.0051 0.0037 0.9565 *
Revenue Scope (H12)
Commercial -0.0012 a 0.0004 0.0006 0.0017 0.9457 **
Corporate 0.0002 0.0008 0.0013 0.0033 0.9991
Controls
SLACK -0.0132 0.0088 0.0190 0.0368 0.9828 -0.0171 0.0089 0.0217 0.0364 0.9733 a
RELATED -0.0005 0.0007 0.0048 0.0028 0.9758 -0.0006 0.0007 0.0047 0.0028 0.9749 a
PPERF 0.0005 0.0005 0.0044 * 0.0022 0.9774 0.0005 0.0005 0.0043 * 0.0022 0.9784
Model Fit
R square 0.078 ** 0.044 a 0.132 * 0.034 0.044 a 0.089
F test 3.930 2.116 4.422 1.630 2.119 2.039
df F(4, 185) F(4, 185) F(2,184) F(4, 185) F(4, 185) F(2,184)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0019 ** 0.0007 -0.0060 * 0.0027 0.9463 ** -0.0026 ** 0.0008 -0.0060 a 0.0034 0.9467 **
Revenue Scope (H12)
Commercial Real Estate -0.0004 0.0005 0.0018 0.0019 0.9883
Merchant Services 0.0002 0.0007 0.0022 0.0030 0.9970
Controls
SLACK -0.0157 0.0091 0.0138 0.0371 0.9797 -0.0171 0.0089 0.0224 0.0364 0.9730 a
RELATED -0.0006 0.0007 0.0046 0.0028 0.9763 -0.0006 0.0007 0.0046 0.0028 0.9754
PPERF 0.0005 0.0005 0.0045 * 0.0022 0.9765 0.0005 0.0005 0.0043 * 0.0022 0.9783
Model Fit
R square 0.037 0.048 0.079 a 0.034 0.046 0.099 a
F test 1.782 2.321 2.575 1.626 2.224 2.518
df F(4, 185) F(4, 185) F(2,184) F(4, 185) F(4, 185) F(2,184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 5 MODEL 6
Model ROA T1 ROA T2 Model
ModelROA T2
MODEL 7 MODEL 8
ROA T1 ROA T2
ROA T1 ROA T2 Model ROA T1
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Note: The above analysis was conducted using the continuous measure for the change in the scope of capabilities. 
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0018 ** 0.0006 -0.0051 * 0.0024 0.9440 ** -0.0024 ** 0.0007 -0.0084 ** 0.0029 0.9235 ***
Revenue Scope (H12)
Treasury -0.0005 0.0004 0.0012 0.0017 0.9871
Payroll 0.0000 0.0006 0.0045 a 0.0025 0.9815
Controls
SLACK -0.0137 0.0094 0.0120 0.0385 0.9857 -0.0172 a 0.0089 0.0239 0.0361 0.9721 a
RELATED -0.0006 0.0007 0.0048 0.0028 0.9749 a -0.0006 0.0007 0.0051 a 0.0028 0.9718 a
PPERF 0.0007 0.0005 0.0040 0.0023 0.9805 0.0005 0.0005 0.0044 * 0.0022 0.9769
Model Fit
R square 0.040 0.046 a 0.103 a 0.034 0.060 * 0.112 *
F test 1.944 2.210 3.456 1.613 2.934 4.489
df F(4, 185) F(4, 185) F(2,184) F(4, 185) F(4, 185) F(2,184)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0018 ** 0.0006 -0.0072 ** 0.0023 0.9241 *** -0.0024 *** 0.0006 -0.0057 * 0.0022 0.8960 ***
Revenue Scope (H12)
Leasing -0.0005 0.0004 0.0029 a 0.0016 0.9669 *
Wealth 0.0000 0.0004 0.0016 0.0014 0.9932
Controls
SLACK -0.0166 a 0.0089 0.0168 0.0362 0.9758 -0.0175 a 0.0091 0.0111 0.0374 0.9767
RELATED -0.0007 0.0007 0.0055 a 0.0028 0.9658 * -0.0006 0.0007 0.0045 0.0028 0.9763
PPERF 0.0006 0.0005 0.0040 a 0.0022 0.9803 0.0005 0.0005 0.0043 * 0.0022 0.9779
Model Fit
R square 0.041 0.059 * 0.135 * 0.034 0.049 a 0.088
F test 1.963 2.924 3.059 1.617 2.403 3.487
df F(4, 185) F(4, 185) F(2,184) F(4, 185) F(4, 185) F(2,184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 9 MODEL 10
ROA T1 ROA T2
ROA T1 ROA T2
MODEL 11
Model ROA T1 ROA T2 Model
Model ROA T1 ROA T2 Model
MODEL 12
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Note: The above analysis was conducted using the continuous measure for the change in the scope of capabilities. 
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b s.e. b s.e. Wilks λ
Intercept -0.0015 * 0.0006 -0.0035 0.0024 0.9629 *
Revenue Scope (H12)
Specialty -0.0007 0.0004 -0.0002 0.0017 0.9823
Controls
SLACK -0.0180 * 0.0088 0.0208 0.0364 0.9708 a
RELATED -0.0007 0.0007 0.0048 a 0.0028 0.9724 a
PPERF 0.0006 0.0005 0.0044 * 0.0022 0.9763
Model Fit
R square 0.050 * 0.043 0.079 *
F test 2.436 2.083 3.897
df F(4, 185) F(4, 185) F(2,184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 13
ModelROA T1 ROA T2
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TABLE 36:  IMPACT OF CHANGE IN REVENUE-GENERATING CAPABILITY SCOPE ON CHANGE IN ROA 
(DICHOTOMOUS MEASURE)20 
 
                                                 
20
 The above analysis was conducted using the dichotomous measure for the change in capability scope. 
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0029 *** 0.0007 -0.0037 0.0027 0.9061 *** -0.0033 *** 0.0004 -0.0032 a 0.0018 0.7604 ***
Revenue Scope (H12)
Mortgage 1 0.0028 0.0015 -0.0001 0.0063 0.9803
Mortgage 2 -0.0019 0.0016 0.0002 0.0066 0.9911
Insurance 1 0.0019 0.0012 -0.0014 0.0050 0.9826
Insurance 2 0.0002 0.0012 0.0003 0.0050 0.9998
Controls
SLACK -0.0176 * 0.0088 0.0211 0.0366 0.9716 a -0.0131 0.0087 0.0188 0.0368 0.9826
RELATED -0.0008 0.0007 0.0048 a 0.0028 0.9703 a -0.0005 0.0007 0.0047 a 0.0028 0.9758
PPERF 0.0002 0.0006 0.0044 a 0.0023 0.9800 0.0003 0.0005 0.0045 * 0.0022 0.9780
Model Fit
R square 0.054 a 0.043 0.070 0.090 ** 0.044 0.112 *
F test 2.166 1.654 2.216 3.651 1.694 4.604
df F(5, 184) F(5, 184) F(2, 183) F(5, 184) F(5, 184) F(2, 183)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0040 *** 0.0007 -0.0035 0.0030 0.8440 *** -0.0030 *** 0.0004 -0.0029 a 0.0015 0.7284 ***
Revenue Scope (H12)
Private 1 0.0052 ** 0.0016 0.0020 0.0069 0.9461 **
Private 2 -0.0029 a 0.0017 -0.0022 0.0073 0.9841
Merchant Services 1 0.0023 0.0018 -0.0041 0.0078 0.9870
Merchant Services 2 0.0004 0.0018 0.0006 0.0075 0.9998
Controls
SLACK -0.0156 a 0.0086 0.0205 0.0367 0.9760 -0.0114 0.0088 0.0137 0.0371 0.9876
RELATED -0.0009 0.0007 0.0048 a 0.0028 0.9665 * -0.0010 0.0007 0.0053 a 0.0028 0.9596 *
PPERF 0.0001 0.0005 0.0045 * 0.0023 0.9787 0.0003 0.0005 0.0047 * 0.0022 0.9754
Model Fit
R square 0.111 *** 0.044 0.132 * 0.092 ** 0.049 a 0.105 *
F test 4.574 1.675 3.382 3.749 1.898 3.375
df F(5, 184) F(5, 184) F(2, 183) F(5, 184) F(5, 184) F(2, 183)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 1 MODEL 2
ROA T1 ROA T2 Model ROA T1 ROA T2 Model
MODEL 3
ROA T1 ROA T2 Model
MODEL 4
ROA T1 ROA T2 Model
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Note: The above analysis was conducted using the dichotomous measure for the change in the scope of capabilities. 
300 
 
 
 
 
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0028 *** 0.0005 -0.0040 a 0.0022 0.8611 *** -0.0030 *** 0.0004 -0.0021 0.0015 0.7220 ***
Revenue Scope (H12)
Treasury 1 0.0029 * 0.0012 -0.0022 0.0050 0.9618 *
Treasury 2 -0.0018 0.0012 0.0025 0.0052 0.9835
Payroll and Tax 1 0.0044 * 0.0017 -0.0143 a 0.0073 0.9211 ***
Payroll and Tax 2 -0.0016 0.0016 0.0065 0.0069 0.9852
Controls
SLACK -0.0146 a 0.0088 0.0193 0.0367 0.9797 -0.0127 0.0087 0.0095 0.0364 0.9849
RELATED -0.0007 0.0007 0.0049 a 0.0028 0.9716 a -0.0007 0.0007 0.0051 a 0.0028 0.9662 *
PPERF 0.0004 0.0006 0.0042 a 0.0023 0.9819 0.0000 0.0005 0.0060 ** 0.0022 0.9559 *
Model Fit
R square 0.069 * 0.044 0.084 a 0.073 * 0.050 a 0.112 *
F test 2.719 1.703 2.973 2.918 1.928 3.186
df F(5, 184) F(5, 184) F(2, 183) F(5, 184) F(5, 184) F(2, 183)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0030 *** 0.0004 -0.0047 * 0.0019 0.8059 *** -0.0033 *** 0.0004 -0.0035 a 0.0019 0.7738 ***
Revenue Scope (H12)
Leasing 1 0.0026 * 0.0011 -0.0037 0.0048 0.9613 *
Leasing 2 -0.0010 0.0011 0.0053 0.0047 0.9844
Wealth Management 1 0.0001 0.0013 -0.0042 0.0055 0.9965
Wealth Management 2 0.0017 0.0013 0.0035 0.0054 0.9903
Controls
SLACK -0.0128 0.0089 0.0226 0.0370 0.9827 -0.0167 a 0.0088 0.0173 0.0368 0.9752
RELATED -0.0008 0.0007 0.0053 a 0.0028 0.9663 * -0.0007 0.0007 0.0048 a 0.0028 0.9724 a
PPERF 0.0003 0.0005 0.0041 a 0.0022 0.9816 0.0002 0.0005 0.0045 * 0.0022 0.9779
Model Fit
R square 0.073 * 0.050 a 0.079 a 0.073 * 0.046 0.082 a
F test 2.918 1.928 2.920 2.901 1.775 2.752
df F(5, 184) F(5, 184) F(2, 183) F(5, 184) F(5, 184) F(2, 183)
*p<.05, **p<.01, ***p<.001
a
 p<.10
ROA T1 ROA T2 Model
MODEL 8
ROA T1 ROA T2 Model
MODEL 7
MODEL 5
ROA T1 ROA T2 Model
MODEL 6
ROA T1 ROA T2 Model
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Note: The above analysis was conducted using the dichotomous measure for the change in the scope of capabilities. 
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b s.e. b s.e. Wilks λ
Intercept -0.0028 *** 0.0004 -0.0027 0.0017 0.8050 ***
Revenue Scope (H12)
Specialty Services 1 0.0020 0.0013 -0.0010 0.0053 0.9853
Specialty Services 2 -0.0007 0.0013 -0.0014 0.0053 0.9983
Controls
SLACK -0.0147 0.0089 0.0156 0.0370 0.9809
RELATED -0.0007 0.0007 0.0050 a 0.0028 0.9689 a
PPERF 0.0003 0.0005 0.0049 * 0.0022 0.9752
Model Fit
R square 0.056 * 0.047 0.064 a
F test 2.165 1.795 2.369
df F(4, 184) F(4, 184) F(2, 183)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 9
ROA T1 ROA T2 Model
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TABLE 37:  IMPACT OF CHANGE IN REVENUE-GENERATING CAPABILITY SCOPE ON CHANGE IN MARKET 
SHARE (CONTINUOUS MEASURE) 21 
 
                                                 
21
 The above analysis was conducting using the continuous measure for the change in the scope of capabilities.  
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0048 * 0.0021 0.0015 *** 0.0003 0.8792 *** -0.0040 * 0.0020 0.0014 *** 0.0003 0.8906 ***
Revenue Scope (H12)
Retail 0.0001 0.0013 0.0002 0.0002 0.9961
Mortgage -0.0004 0.0013 -0.0001 0.0002 0.9986
Controls
SLACK 0.0239 0.0311 -0.0091 a 0.0052 0.9804 0.0266 0.0306 -0.0098 a 0.0051 0.9763
RELATED -0.0044 a 0.0023 -0.0002 0.0004 0.9790 -0.0044 a 0.0023 -0.0002 0.0004 0.9794
PPERF 0.0015 0.0018 0.0008 ** 0.0003 0.9564 * 0.0016 0.0018 0.0008 ** 0.0003 0.9578 *
Model Fit
R square 0.023 0.075 ** 0.111 ** 0.023 0.072 ** 0.102 **
F test 1.073 3.728 5.776 1.101 3.578 6.931
df F(4, 185) F(4, 185) F(2, 184) F(4, 185) F(4, 185) F(2, 184)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0028 0.0019 0.0014 *** 0.0003 0.9029 *** -0.0047 * 0.0022 0.0017 *** 0.0004 0.8796 ***
Revenue Scope (H12)
Insurance -0.0015 0.0013 -0.0001 0.0002 0.9929
Private 0.0001 0.0015 -0.0003 0.0002 0.9926
Controls
SLACK 0.0327 0.0309 -0.0098 a 0.0051 0.9747 a 0.0246 0.0302 -0.0096 a 0.0050 0.9769
RELATED -0.0043 a 0.0023 -0.0002 0.0004 0.9801 -0.0044 a 0.0023 -0.0002 0.0004 0.9796
PPERF 0.0018 0.0018 0.0008 ** 0.0003 0.9561 * 0.0015 0.0018 0.0009 ** 0.0003 0.9532 *
Model Fit
R square 0.029 0.071 ** 0.111 * 0.023 0.078 ** 0.135 *
F test 1.390 3.561 4.485 1.072 3.9066 3.500
df F(4, 185) F(4, 185) F(2,184) F(4, 185) F(4, 185) F(2,184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MS T1 MS T2 Model
MODEL 3 MODEL 4
MS T1 MS T2 Model
MS T1 MS T2 Model MS T1 MS T2 Model
MODEL 1 MODEL 2
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Note: The above analysis was conducted using the continuous measure for the change in the scope of capabilities. 
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0048 * 0.0021 0.0016 *** 0.0003 0.8783 *** -0.0061 a 0.0031 0.0012 * 0.0005 0.9519 *
Revenue Scope (H12)
Commercial 0.0001 0.0014 -0.0002 0.0002 0.9952
Corporate 0.0014 0.0028 0.0085 * 0.0005 0.9562 *
Controls
SLACK 0.0243 0.0305 -0.0095 a 0.0050 0.9780 0.0254 0.0301 -0.0101 * 0.0050 0.9745 a
RELATED -0.0044 a 0.0023 -0.0002 0.0004 0.9792 -0.0046 a 0.0023 -0.0002 0.0004 0.9779
PPERF 0.0015 0.0018 0.0008 ** 0.0003 0.9580 * 0.0015 0.0018 0.0008 ** 0.0003 0.9592 *
Model Fit
R square 0.023 0.075 ** 0.122 * 0.024 0.071 ** 0.125 **
F test 1.073 3.775 3.358 1.138 3.547 5.774
df F(4, 185) F(4, 185) F(2,184) F(4, 185) F(4, 185) F(2,184)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0032 0.0022 0.0014 *** 0.0004 0.9147 *** -0.0003 0.0028 0.0015 ** 0.0005 0.9466 **
Revenue Scope (H12)
Commercial Real Estate -0.0011 0.0016 0.0124 * 0.0003 0.9542 *
Merchant Services -0.0041 a 0.0024 -0.0002 0.0004 0.9835
Controls
SLACK 0.0290 0.0307 -0.0097 a 0.0051 0.9762 0.0222 0.0299 -0.0103 * 0.0050 0.9747 a
RELATED -0.0043 a 0.0023 -0.0002 0.0004 0.9802 -0.0041 a 0.0023 -0.0002 0.0004 0.9822
PPERF 0.0015 0.0018 0.0008 ** 0.0003 0.9589 * 0.0017 0.0018 0.0008 ** 0.0003 0.9562 *
Model Fit
R square 0.025 0.072 ** 0.131 ** 0.037 0.072 ** 0.125 **
F test 1.196 3.598 5.328 1.800 3.605 5.606
df F(4, 185) F(4, 185) F(2,184) F(4, 185) F(4, 185) F(2,184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 7 MODEL 8
MS T1 MS T2 Model MS T1 MS T2 Model
MODEL 5 MODEL 6
MS T1 MS T2 ModelMS T1 MS T2 Model
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Note: The above analysis was conducted using the continuous measure for the change in the scope of capabilities. 
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0034 a 0.0020 0.0013 *** 0.0003 0.9115 *** -0.0019 0.0024 0.0013 ** 0.0004 0.9432 **
Revenue Scope (H12)
Treasury -0.0010 0.0014 0.0000 0.0002 0.9972
Payroll -0.0026 0.0020 0.0000 0.0003 0.9915
Controls
SLACK 0.0323 0.0319 -0.0101 a 0.0053 0.9753 0.0231 0.0300 -0.0102 * 0.0050 0.9749 a
RELATED -0.0044 a 0.0023 -0.0002 0.0004 0.9794 -0.0046 * 0.0023 -0.0002 0.0004 0.9776
PPERF 0.0019 0.0019 0.0008 ** 0.0003 0.9588 * 0.0015 0.0018 0.0008 ** 0.0003 0.9580 *
Model Fit
R square 0.025 0.071 ** 0.088 * 0.031 0.071 ** 0.101 *
F test 1.201 3.538 3.193 1.475 3.539 3.836
df F(4, 185) F(4, 185) F(2,184) F(4, 185) F(4, 185) F(2,184)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept -0.0008 0.0019 0.0013 *** 0.0003 0.9201 *** -0.0036 a 0.0019 0.0013 *** 0.0003 0.8934 ***
Revenue Scope (H12)
Leasing -0.0032 * 0.0013 0.0000 0.0002 0.9696 a
Wealth -0.0008 0.0012 0.0000 0.0002 0.9977 a
Controls
SLACK 0.0293 0.0297 -0.0102 * 0.0050 0.9730 * 0.0294 0.0310 -0.0100 a 0.0051 0.9752
RELATED -0.0051 * 0.0023 -0.0002 0.0004 0.9721 * -0.0043 a 0.0023 -0.0002 0.0004 0.9804
PPERF 0.0020 0.0018 0.0008 ** 0.0003 0.9559 * 0.0016 0.0018 0.0008 ** 0.0003 0.9577 *
Model Fit
R square 0.052 * 0.071 ** 0.122 ** 0.025 0.071 ** 0.097 **
F test 2.552 3.538 6.265 1.174 3.542 5.928
df F(4, 185) F(4, 185) F(2,184) F(4, 185) F(4, 185) F(2,184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 9 MODEL 10
MS T1 MS T2 Model
MS T1 MS T2 Model
Model
MODEL 12
MS T1 MS T2 Model
MODEL 11
MS T1 MS T2
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Note: The above analysis was conducted using the continuous measure for the change in the scope of capabilities. 
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b s.e. b s.e. Wilks λ
Intercept -0.0022 0.0020 0.0015 *** 0.0003 0.8933 ***
Revenue Scope (H12)
Specialty -0.0021 0.0014 0.0188 * 0.0002 0.9534 *
Controls
SLACK 0.0226 0.0300 -0.0104 0.0050 0.9743 a
RELATED -0.0047 * 0.0023 -0.0002 0.0004 0.9765
PPERF 0.0019 0.0018 0.0008 ** 0.0003 0.9540 *
Model Fit
R square 0.034 0.074 ** 0.089 *
F test 1.611 3.709 3.507
df F(4, 185) F(4, 185) F(2,184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 13
ModelMS T1 MS T2
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TABLE 38:  IMPACT OF CHANGE IN REVENUE-GENERATING CAPABILITY SCOPE ON CHANGE IN MARKET 
SHARE (DICHOTOMOUS MEASURE)22 
  
                                                 
22
 The analysis above was conducted using the dichotomous measure for the change in the scope of capabilities. 
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0003 0.0003 0.0004 0.0004 0.9942 0.0003 0.0002 0.0004 a 0.0002 0.9803
Revenue Scope (H12)
Mortgage 1 0.0014 a 0.0008 0.0016 0.0008 0.9791
Mortgage 2 -0.0002 0.0008 -0.0003 0.0009 0.9993
Insurance 1 0.0019 ** 0.0006 0.0018 ** 0.0006 0.9479 **
Insurance 2 -0.0001 0.0006 0.0002 0.0006 0.9853
Controls
SLACK -0.0130 ** 0.0045 -0.0101 ** 0.0048 0.9228 *** -0.0096 * 0.0043 -0.0064 0.0045 0.9340 **
RELATED -0.0001 0.0004 -0.0004 0.0004 0.9726 a 0.0001 0.0003 -0.0001 0.0004 0.9750 a
PPERF 0.0004 0.0003 0.0005 0.0003 0.9853 * 0.0006 * 0.0003 0.0007 * 0.0003 0.9689 a
Model Fit
R square 0.132 *** 0.127 *** 0.152 ** 0.225 *** 0.223 *** 0.265 ***
F test 5.644 5.359 3.772 10.737 10.598 5.708
df F(5, 185) F(5, 185) F(4, 184) F(5, 185) F(5, 185) F(4, 184)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0004 0.0004 0.0006 0.0004 0.9773 0.0006 ** 0.0002 0.0007 *** 0.0002 0.9124 ***
Revenue Scope (H12)
Private 1 0.0011 0.0009 0.0012 0.0009 0.9906
Private 2 -0.0002 0.0009 -0.0003 0.0010 0.9988
Merchant Services 1 0.0028 ** 0.0008 0.0026 ** 0.0009 0.9415 **
Merchant Services 2 -0.0004 0.0008 -0.0002 0.0009 0.9936
Controls
SLACK -0.0121 ** 0.0046 -0.0093 a 0.0049 0.9298 ** -0.0079 a 0.0042 -0.0049 0.0046 0.9460 **
RELATED -0.0001 0.0004 -0.0003 0.0004 0.9767 -0.0003 0.0003 -0.0005 0.0004 0.9711 a
PPERF 0.0006 * 0.0003 0.0007 * 0.0003 0.9738 a 0.0005 * 0.0003 0.0006 * 0.0003 0.9749 a
Model Fit
R square 0.116 *** 0.099 ** 0.136 ** 0.255 *** 0.210 *** 0.249 ***
F test 4.848 4.044 4.555 12.652 11.080 7.375
df F(5, 185) F(5, 185) F(4, 184) F(5, 185) F(5, 185) F(4, 184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 1 MODEL 2
MODEL 3 MODEL 4
MS T1 MS T2 Model MS T1 MS T2 Model
MS T1 MS T2 Model MS T1 MS T2 Model
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Note: The above analysis was conducted using the dichotomous measure for the change in the scope of capabilities. 
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b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0003 0.0003 0.0004 0.0003 0.9887 0.0005 ** 0.0002 0.0007 *** 0.0002 0.9228 ***
Revenue Scope (H12)
Treasury 1 0.0016 * 0.0006 0.0014 * 0.0006 0.9548 *
Treasury 2 -0.0001 0.0006 0.0003 0.0007 0.9782
Payroll and Tax 1 0.0031 *** 0.0008 0.0027 ** 0.0009 0.9181 ***
Payroll and Tax 2 -0.0004 0.0008 0.0000 0.0009 0.9780
Controls
SLACK -0.0113 0.0044 -0.0086 a 0.0047 0.9329 ** -0.0086 * 0.0041 -0.0054 0.0045 0.9372 **
RELATED -0.0001 0.0003 -0.0003 0.0004 0.9773 -0.0001 0.0003 -0.0002 0.0003 0.9793
PPERF 0.0004 0.0003 0.0005 0.0003 0.9858 0.0002 0.0003 0.0003 0.0003 0.9888
Model Fit
R square 0.183 *** 0.169 *** 0.207 *** 0.285 *** 0.258 *** 0.301 ***
F test 8.294 7.541 8.555 14.762 12.864 5.709
df F(5, 185) F(5, 185) F(4, 184) F(5, 185) F(5, 185) F(4, 184)
b s.e. b s.e. Wilks λ b s.e. b s.e. Wilks λ
Intercept 0.0002 0.0002 0.0003 0.0002 0.9842 0.0002 0.0002 0.0003 0.0002 0.9855
Revenue Scope (H12)
Leasing 1 0.0018 ** 0.0006 0.0019 ** 0.0006 0.9455 **
Leasing 2 0.0001 0.0006 0.0003 0.0006 0.9950
Wealth Management 1 0.0015 * 0.0006 0.0014 * 0.0007 0.9686 a
Wealth Management 2 0.0004 0.0006 0.0007 0.0007 0.9844
Controls
SLACK -0.0082 a 0.0043 -0.0048 0.0045 0.9403 ** -0.0111 ** 0.0042 -0.0083 a 0.0045 0.9327 **
RELATED -0.0001 0.0003 -0.0003 0.0004 0.9793 -0.0001 0.0003 -0.0003 0.0003 0.9744 a
PPERF 0.0004 0.0003 0.0005 a 0.0003 0.9832 0.0005 a 0.0003 0.0005 a 0.0003 0.9803
Model Fit
R square 0.238 *** 0.234 *** 0.287 *** 0.236 *** 0.231 *** 0.249 ***
F test 11.526 11.290 7.513 11.407 11.109 6.095
df F(5, 185) F(5, 185) F(4, 184) F(5, 185) F(5, 185) F(4, 184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 5
MS T1 MS T2
MODEL 6
MS T1
MODEL 7 MODEL 8
MS T2 Model
MS T1 MS T2 ModelModel
MS T1 MS T2 Model
 
 
TABLE 38 (CONT) 
IMPACT OF CHANGE IN REVENUE-GENERATING CAPABILITY SCOPE ON CHANGE IN MARKET SHARE 
(DICHOTOMOUS MEASURE) 
Note: The above analysis was conducted using the dichotomous measure for the change in the scope of capabilities. 
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b s.e. b s.e. Wilks λ
Intercept 0.0004 a 0.0002 0.0005 * 0.0002 0.9659 *
Revenue Scope (H12)
Specialty Services 1 0.0019 ** 0.0006 0.0018 ** 0.0007 0.9486 **
Specialty Services 2 0.0000 0.0006 0.0003 0.0007 0.9883
Controls
SLACK -0.0089 * 0.0043 -0.0055 0.0046 0.9366 **
RELATED -0.0002 0.0003 -0.0004 0.0004 0.9754
PPERF 0.0004 0.0003 0.0005 0.0003 0.9861
Model Fit
R square 0.232 *** 0.222 *** 0.272 ***
F test 11.199 10.533 5.173
df F(5, 185) F(5, 185) F(4, 184)
*p<.05, **p<.01, ***p<.001
a
 p<.10
MODEL 9
ModelMS T1 MS T2
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Strongly 
Disagree Disagree
Somewhat 
Disagree
Neither 
Agree nor 
Disagree
Somewhat 
Agree Agree
Strongly 
agree
Can't 
recall
1. Our employees have a common language regarding our 
products and services.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
2. Across our bank, it is clearly known how activities 
should be performed.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
3. Employees from different units of our bank often share 
practical experiences.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
4. Our bank is quick to understand the significance of 
market changes.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
5. Our bank quickly analyzes and interprets changing 
market demands.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
6. New opportunities to serve our clients are quickly 
understood.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
7. Our bank has difficulty implementing new products and 
services.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
8. Our bank has establ ished routines for the development 
of new markets.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
9. Our bank has clear processes in place for the 
development of new products and services.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
10. Our bank quickly recognizes the usefulness of new 
knowledge to existing knowledge.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
11. Our bank collects industry information through 
informal means (e.g. lunch with industry friends, talks 
with trade partners).
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
12. Our bank constantly considers how to better exploit 
knowledge.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
13. Our bank regularly considers the consequences of 
changing market demands in terms of new products and 
services.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
14. Our bank regularly looks outside of our organization’s 
boundaries to acquire new knowledge.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
15. Our employees record and store newly acquired 
knowledge for future reference.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
16. Our bank's employees periodically organize special 
meetings with customers or third parties to acquire new 
knowledge.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
17. There is a clear division of roles and responsibi lities 
among employees in our bank.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
18. We quickly grasp the opportunities for our 
organization from new knowledge.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
Please assess the extent to which you agree or disagree with the following statements.
INSTRUCTIONS:  The statements below pertain to <ACQUIRER'S> operations in <YEAR OF ACQ>.  Please 
disregard any events that have occurred in <ACQUIRER'S> or in the banking industry since that time and try to 
recall the environment in <YEAR OF ACQ>. 
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Strongly 
Disagree Disagree
Somewhat 
Disagree
Neither 
Agree nor 
Disagree
Somewhat 
Agree Agree
Strongly 
agree
Can't 
recall
19. Our bank is extremely responsive to modify products 
and services in response to cl ient complaints.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
20. We regularly approach third parties to acquire new 
knowledge (e.g.  cl ients, partner organizations, newly 
acquired organizations, competitors, consultants, and 
newly hired bankers). 
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
21. Managers in our bank periodically meet to discuss 
consequences of market trends and new product 
development.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
22. Our bank is slow to recognize shifts in our market (e.g. 
competition, regulation, demographics).
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
23. We have a l ine of business organizational structure. (-3) (-2) (-1) (0) (1) (2) (3) (CR)
24. We have a geographic organizational structure. (-3) (-2) (-1) (0) (1) (2) (3) (CR)
What approximate percentage did commercia l  and 
industria l  (C&I) loans  represent in the banks  overal l  loan 
portfol io?  Please ci rcle.
Less  
than 
4.9%
 5-  
9.9%
10-
14.9%
15-
19.9%
20-
24.9%
Greater 
than 
25%
Can't 
recal l
P resent
N o t  
P resent
N ew to  
A cquiring
C an't  
R ecall
(yes) (no ) B ank (C R )
1. Retail/Consumer Banking (yes) (no) (   ) (CR)
2. Mortgage Lending (yes) (no) (   ) (CR)
3. Insurance Services (yes) (no) (   ) (CR)
4. Private Banking (yes) (no) (   ) (CR)
5. Commercial/Business Banking (yes) (no) (   ) (CR)
6. Corporate Banking (yes) (no) (   ) (CR)
7. Commercial Real Estate and Residential Real Estate 
Banking
(yes) (no) (   ) (CR)
8. Merchant Services (yes) (no) (   ) (CR)
9. Treasury Services (yes) (no) (   ) (CR)
10. Payroll  and Tax Services (yes) (no) (   ) (CR)
11. Foreign Trade Services (yes) (no) (   ) (CR)
12. Leasing (yes) (no) (   ) (CR)
13. Wealth Management/ Investment Services (yes) (no) (   ) (CR)
14. Investment Banking/ Capital Markets (yes) (no) (   ) (CR)
15. Specialty Services (Correspondent Banking, Industry 
Specific Expertise, Institutional Lending)
(yes) (no) (   ) (CR)
INSTRUCTIONS:  The question below pertain to <ACQUIRER'S> customer mix in <YEAR OF ACQ>.  Please 
disregard any changes that have occurred in <ACQUIRER'S> and try to recall the environment in <YEAR OF 
ACQ>. 
INSTRUCTIONS:  Please indicate the lines of business that <TARGET> possessed at the time <ACQUIRER> 
acquired it AND whether the line of business was new to <ACQUIRER>.
ATTACHMENT A: 
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Not at all To some 
extent
To a very 
large 
extent
N/A Can't Recall
1. Retail/Consumer Banking (0) (1) (2) (3) (4) (n/a) (CR)
2. Mortgage Lending (0) (1) (2) (3) (4) (n/a) (CR)
3. Insurance Services (0) (1) (2) (3) (4) (n/a) (CR)
4. Private Banking (0) (1) (2) (3) (4) (n/a) (CR)
5. Commercial/Business Banking (0) (1) (2) (3) (4) (n/a) (CR)
6. Corporate Banking (0) (1) (2) (3) (4) (n/a) (CR)
7. Commercial Real Estate and Residential Real  Estate 
Banking
(0) (1) (2) (3) (4) (n/a) (CR)
8. Merchant Services (0) (1) (2) (3) (4) (n/a) (CR)
9. Treasury Services (0) (1) (2) (3) (4) (n/a) (CR)
10. Payroll and Tax Services (0) (1) (2) (3) (4) (n/a) (CR)
11. Foreign Trade Services (0) (1) (2) (3) (4) (n/a) (CR)
12. Leasing (0) (1) (2) (3) (4) (n/a) (CR)
13. Wealth Management/ Investment Services (0) (1) (2) (3) (4) (n/a) (CR)
14. Investment Banking/ Capital Markets (0) (1) (2) (3) (4) (n/a) (CR)
15. Specialty Services (Correspondent Banking, Industry 
Specific Expertise, Institutional  Lending)
(0) (1) (2) (3) (4) (n/a) (CR)
Weaker No Change Stronger N/A Can't Recall
1. Retail/Consumer Banking (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
2. Mortgage Lending (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
3. Insurance Services (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
4. Private Banking (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
5. Commercial/Business Banking (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
6. Corporate Banking (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
INSTRUCTIONS:  Please assess the extent to which <ACQUIRER> gained new capabilities through the acquisition 
of <TARGET> for the various lines of business listed below.
INSTRUCTIONS: Sometimes acquisitions tend to have positive spillover effects in which existing areas of 
business improve as a result of the acquisition.  Likewise, acquisitions can present challenges to an organization 
and have negative implications for existing areas of business.  For the lines of business that <ACQUIRER> 
possessed before acquiring <TARGET>, please rate whether <ACQUIRER'S> following lines of business became 
stronger, weaker, or had no change in strength in the 2 years following acquisition. For any line of business 
that <ACQUIRER> did not possess at the time of acquisition please check “n/a.”
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Weaker No Change Stronger N/A Can't Recall
7. Commercial Real Estate and Residential Real  Estate 
Banking
(-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
8. Merchant Services (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
9. Treasury Services (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
10. Payroll and Tax Services (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
11. Foreign Trade Services (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
12. Leasing (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
13. Wealth Management/ Investment Services (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
14. Investment Banking/ Capital Markets (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
15. Specialty Services (Correspondent Banking, Industry 
Specific Expertise, Institutional  Lending)
(-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
Weaker No Change Stronger N/A Can't Recall
1. Marketing (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
2. Human Resources (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
3. Information Technology (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
4. Finance (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
5. Risk Management/Credit (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
6. Loan Operations (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
7. Documentation (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
8. Compliance (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
9. Legal (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
10. Audit/Loan Review (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
11. Branch Operations (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
12. Faci lities Management (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
13. Procurement/Vendor Management (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
INSTRUCTIONS: Acquisitions present a variety of unique opportunities to improve existing operations while 
also presenting a variety of managerial challenges that can impede existing operations.  Please assess the 
impact that the acquisition of <TARGET> had, if any, on <ACQUIRER'S> operations.
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Weaker No Change Stronger N/A Can't Recall
1. Developing product/service mix (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
2. Formulating bank strategy (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
3. Decision making effectiveness (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
4. Instil l ing organization cl imate  and company 
cohesiveness
(-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
5. Instil l ing organizational direction and vision (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
6. Sharing best practices across business units (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
7. Facil itating resource sharing between areas of the bank (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
8. Allocating resources (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
9. Controlling/monitoring/rewarding business unit 
performance
(-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
10. Establishing organizational structure (-3) (-2) (-1) (0) (1) (2) (3) (n/a) (CR)
Strongly 
Disagree Disagree
Somewhat 
Disagree
Neither 
Agree nor 
Disagree
Somewhat 
Agree Agree
Strongly 
agree
Can't 
recall
1. The acquirer and target involved in this acquisition had 
similar risk orientations.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
2. The acquirer and target involved in this acquisition had 
similar organizational structures.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
3. The acquirer and target involved in this acquisition had 
similar cultures.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
4. The acquirer and target involved in this acquisition had 
extensive geographic overlap.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
5. The acquirer and target involved in this acquisition had 
similar cl ient profi les.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
6. Our bank (the acquirer) was very open to changes in our 
pre-acquisition operations following the acquisition.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
7. The target bank was very open to changes in their 
operations following the acquisition.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
8. This acquisition involved extensive integration. (-3) (-2) (-1) (0) (1) (2) (3) (CR)
9. This acquisition was integrated very quickly. (-3) (-2) (-1) (0) (1) (2) (3) (CR)
10. We gave the target's operations considerable 
autonomy.
(-3) (-2) (-1) (0) (1) (2) (3) (CR)
INSTRUCTIONS:  Please assess the extent to which you agree or disagree with the following statements 
concerning <ACQUIRER'S> acquisition of <TARGET>.   
INSTRUCTIONS: Additionally, acquisitions may impact the top management team’s management skills.  Please 
assess the impact that that the acquisition of <TARGET> had, if any, on <ACQUIRER'S> top management team’s 
abilities. 
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Target 
was 
bankrupt
Target was 
poor 
performer
Target was 
average 
performer
Target was 
a good 
performer
Target was 
an 
outstanding 
performer
Can't 
Recall
<TARGET> (-2) (-1) (0) (1) (2) (CR)
INSTRUCTIONS:  Please assess the performance level of <TARGET> prior to acquisition, relative to its peers.
